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Brown  Deer,  Wl  53223 
Phone:  (800)  236-3282 
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Internet:  http://www.midata.com 


MSI  Slices 


Status:  Division 

Parent:  Marshall  & llsley  Corporation 

Employees:  2,900  (12/95) 

Revenue:  $285,426,000 

Fiscal  Year  End:  12/31/95 


Key  Points 

• M&I  Data  Services  (M&I)  is  a major 
supplier  of  outsourcing,  software,  and 
professional  services  to  financial  institutions 
throughout  the  U.S.  and  internationally. 

• In  1995,  the  company  continued  to  grow 
profitably,  with  revenue  from  external 
sources  reaching  nearly  $215  million,  an 
increase  of  34%  over  1994. 

• In  May  1996,  M&I  announced  agreements 
with  three  bank  clients  to  begin  offering 


Internet  banking  to  retail  and  commercial 
customers  through  M&I,  using  Five  Paces’ 
Virtual  Bank  Manager™,  the  software 
developed  for  the  world’s  first  Internet 
bank,  Security  First  Network  Bank. 

• In  June  1995,  M&I  acquired  Mutual 
Services,  Inc.,  renaming  the  Braintree  (MA) 
data  center  M&I  New  England. 

• In  March  1995,  M&I  broke  ground  for  the 
new  M&I  Center  for  Advanced  Product 
Engineering.  The  new  facility  provides 
160,000  square  feet  of  office  space  and  is 
located  in  M&I’s  Advanced  Technology  Park. 

• In  January  1995,  M&I  acquired  the  Reliance 
2000  division  from  Software  Alliance 
Corporation  of  Berkeley  (CA). 
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Company  Description 

M&I  is  a wholly  owned  division  of  the 
Marshall  & Ilsley  Corporation,  providing 
financial  and  data  processing  services  and 
software  to  banking,  financial,  and  related 
organizations.  The  division  provides  services 
and  software  to  more  than  850.  financial 
institution  customers  in  the  U.S.,  as  well  as 
internationally. 

The  parent  company,  Marshall  & Ilsley 
Corporation,  is  a $13.4  billion  bank  holding 
company. 

• Marshall  & Ilsley’s  subsidiaries  include  30 
commercial  banks  and  a number  of 
businesses  closely  related  to  the  business  of 
banking,  including  trust  and  investment 
management,  brokerage  services,  mortgage 
services,  and  leasing. 

• Marshall  & Ilsley’s  banking  subsidiaries 
provide  a full  range  of  banking  services  to 
businesses  and  governments  throughout 
Wisconsin  and  the  Phoenix  (AZ)  area. 

• As  of  May  1996,  Marshall  & Ilsley  and  its 
subsidiaries  had  a total  of  approximately 
9,055  employees. 

M&I  Data  Services  was  formed  in  1964  as  the 
processing  department  for  Marshall  & Ilsley 
correspondent  banks  in  the  state  of 
Wisconsin.  In  1982,  the  company  began 
providing  processing  services  to  financial 
institutions  outside  of  Wisconsin.  M&I  is  the 
largest  nationally  recognized  bank-owned 
supplier  of  data  processing  software  and 
services. 

Organization  and  Structure 

M&I  Data  Services  is  organized  into  five 
groups,  as  shown  in  Exhibit  A on  the  following 
page. 


M&I’s  main  service/support  center  is  located 
in  Brown  Deer  (WI).  The  company  has  data 
centers  in  Brown  Deer  and  Oak  Creek  (WI) 
and  Braintree  (MA).  Item  processing  and 
printing  centers  are  located  in  Appleton, 
Madison,  Sun  Prairie,  and  Wausau  (WI); 
Phoenix  (AZ);  Fort  Lauderdale  and  Tampa 
(FL);  Elk  Grove  Village  (IL);  New  York  (NY); 
and  Hato  Rey  (Puerto  Rico). 

Company  Strategy 

M&I  is  focusing  its  resources  on  the  following 
objectives: 

• Increased  ease  of  use  and  decreased  cost  of 
use  of  its  products  and  services,  resulting  in 
greater  efficiency  for  its  customers 

• Innovative  products  offering  competitive 
advantages  to  its  customers 

• Flexibility  to  allow  customers  to  adapt  to 
changing  financial  industry  conditions 

M&I  intends  to  capitalize  on  changes  in  the 
market,  including: 

• The  trend  for  ever-larger  companies  to 
outsource 

• The  trend  toward  open  operating  systems 
such  as  UNIX  and  Windows.  M&I  is  now 
using  a client/server  technology  that 
integrates  existing  software  with  new 
applications  for  UNIX  servers  and  lower- 
cost  PC  workstations. 

• The  trend  toward  plastic  instead  of  paper, 
with  products  like  Visa  check  and  Master 
Money  debit  cards.  M&I’s  EFT  service, 
which  provides  support  for  ATM  systems 
nationwide,  has  been  very  successful. 
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Enterprise 

Solutions 


• Integrated 
Banking 
System 

• Custom 
Statement 
Formatter 

• Consulting 
services 

• Account 
management 

• Marketing 

• Customer 
service 


Exhibit  A 

M&l  Data  Services 
Organizational  Structure 


• On-line  applications 

• System 
performance 

• Batch  service 

• Network  services 

• Remote  Compute 
Utility 

• Quality 

• Technical 
support 

• Hardware  asset 
management 

• Production 
Help  Desk 

• Production 
control 

• High  performance 
environment 


Retail 

Product 

Delivery 


• MICARD  - 
Credit  card 

• EFT  Services  - 
Debit  cards 
ATM/switch 
processing 

• Home  delivery  - 
Telephone  and 
PC  via  private 
network  or 
Internet 

• Financial 
Desktop 

• Open  branch 
automation 


Outsourcing 

Business 


• T rust 
services 
and  software 

• Conversion 
Resource 
Group 

• Account 
management 

• Sales 

• Marketing 

• Consulting 

• Support  Center 

• Datacenter 
operations 

• Cash 

management 

• Lockbox 

• Check 
processing 

• Print  services 

• Backroom 
services 


Financial 
Products  and 
Services 


• Information 
Desktop 

• DataBank 

• STAR  View 

• Product 
usability  lab 

• Methodology 

• Development 
Support  Center 

• Enterprise 
architecture 

• Strategic 
product 
planning 

• Product 
innovation 

• Deposit 
products 

• Loan 
products 

• Customized 
solutions 

• Relationship 
management 


Technology 

Operations 


• Check  • Corporate 

adjustment  payment  products 

• Education  Services 
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• The  continued  and  increasing  demand  for 
innovative  software:  virtual  bank,  data 
warehousing,  flexible  presentation  and 
viewing  tools,  and  user-defined  output 
creation  and  delivery.  M&I  is  continually 
enhancing  and  developing  Windows-based 
graphical  products,  testing  them  in  M&I’s 
Usability  Lab,  and  piloting  them  at 
customer  locations. 


M&I  Data  Services 

Three-Year  Noncaptive  Revenue  Summary 

($  Millions) 


Fiscal  Year 

Item 

1995 

1994 

1993 

Revenue 

$214.8 

$160.3 

$136.7 

• Percent  change  from 
previous  year 

34% 

17% 

19% 

Financials 

M&I’s  1995  revenue  reached  $285.4  million 
Total  noncaptive  revenue  for  1995  reached 
$214.8  million,  a 34%  increase  over  1994 
revenue  of  $160.3  million.  A three-year 
revenue  summary  follows: 


M&I’s  revenue  increase  is  attributed  to  the 
following: 

• 80  new  customer  contracts,  conversions, 
and  mergers  in  outsourcing 

• Six  new  trust  outsourcing  contracts 

• 20  new  MICARD  (bankcard  processing) 
contracts 

• 52  software  sales  in  CSF  (Custom 
Statement  Formatter)  and  IBS  (Integrated 
Banking  System) 

• 98  outsourcing  contract  renewals 

• New  product  introductions,  including 
Information  Desktop  and  Direct  Banking 

Source  of  Revenue  by  Product  / Service 

Approximately  83%  of  M&I’s  1995  noncaptive 
revenue  was  derived  from  its  various 
processing/outsourcing  delivery  options.  The 
remaining  17%  was  derived  from  applications 
software  product  sales. 


Market  Financials 

The  majority  of  M&I’s  1995  revenue  was 
derived  from  the  banking  and  finance 
industry.  The  company’s  products  and 
services  are  marketed  to  institutions  of  all 
sizes. 

The  company  also  provides  financial  data 
processing  to  other  industries. 

Geographic  Markets 

Approximately  96%  of  M&I’s  1995  revenue 
was  derived  from  the  U.S.  and  4%  was  derived 
from  international  sources. 

M&I’s  outsourcing  customers  are  located  in  45 
states  and  Puerto  Rico. 

CSF  and  IBS  software  clients  are  located  in 
the  U.S.,  Australia,  Canada,  France,  India, 
Indonesia,  Italy,  Malaysia,  Mexico,  New 
Zealand,  Norway,  Puerto  Rico,  South  Africa, 
Spain,  Switzerland,  Thailand,  and  the  U.K. 
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Acquisitions 

In  June  1995,  M&I  purchased  Mutual 
Services,  Inc.  (MSi),  a service  bureau  in 
Braintree  (MA). 

• In  1995,  MSi  provided  account  and  item 
processing  for  28  financial  institutions, 
representing  total  assets  of  $8.5  billion 
within  the  New  England  area. 

• Subsequent  to  the  acquisition,  the 
datacenter  was  renamed  M&I  New  England, 
representing  the  company’s  commitment  to 
the  New  England  area. 

• M&I  New  England  provides  account 
processing  for  18  institutions  and  item 
processing  for  24  institutions. 

In  January  1995,  M&I  acquired  the  Reliance 
2000  division  from  Software  Alliance 
Corporation  of  Berkeley  (CA). 

• The  acquisition  included  a growing 
professional  services  business  as  well  as 
worldwide  distribution  rights  for  the  M&I 
IBS  software,  which  had  been  exclusively 
distributed  by  Software  Alliance  since  1981. 

• This  acquisition  also  brought  active  projects 
for  large  IBS  installations  and  a large 
number  of  current  and  prospective  software 
customers. 

Employees 

As  of  December  31,  1995,  M&I  had 
approximately  2,900  employees,  segmented  as 
follows: 


Sales  and  marketing 115 

Customer  service/product  support. .500 
Software  development/ 

programming  support 760 

Computer  operations 1,125 

Trust 80 

EFT/MICARD 150 

Finance  and  administrative 170 


2,900 

Key  Products  and  Services 

M&I  provides  outsourcing,  enterprise 
solutions,  and  software  licensing  to  more  than 
850  financial  institutions  and  corporations. 
Outsourcing  and  software  customers  are 
located  in  45  states  and  16  countries. 

Outsourcing 

M&I  provides  data  processing,  information 
management,  and  support  services,  as  shown 
in  Exhibit  B on  the  following  page. 

Financial  Desktop — The  graphical  product 
line  is  tightly  integrated  with  M&I’s  back-end 
transaction  processing  systems,  providing  an 
electronic  connection  between  the  branch,  the 
customer  service  center,  and  the  back  office. 

Salespartner — A PC-based  application  used 
by  branch  personnel  to  integrate  platform 
sales,  new  accounts,  teller  transactions,  and 
document  preparation.  Salespartner 
interfaces  with  M&I  applications  available  via 
processing  services  and  with  IBS. 

Home  Delivery — Home  Delivery  products 
allow  a financial  institution’s  customers  to  do 
their  banking  and  pay  their  bills  anytime, 
anywhere. 

MICARD  Services — MICARD  Services,  a 
Madison  (Wl)-based  division  of  M&I  Data 
Services,  is  a national  bankcard  processor 
providing  innovative,  cost-effective  solutions 
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which  support  financial  institutions  as  well  as 
their  merchant  and  cardholder  customers. 

Information  Desktop — This  information 
management  system  is  a Windows-based 
graphical  user  interface  consisting  of  intuitive 
reporting  tools  and  decision  support 
applications  to  help  the  user  navigate  through 
M&I’s  data  warehouse,  the  DataBank. 

The  DataBank  warehouse  collects  data  from  a 
variety  of  M&I  and  non-M&I  applications  and 
houses  it  in  a centralized  location. 

Trust  System — M&I’s  PC-based  TrustDesk™ 
offers  users  of  the  M&I  Trust  System  access 
to  real-time  trust  securities  and  accounting 
information,  and  permits  the  manipulation 
and  analysis  of  data  through  third-party 
software  systems.  The  Trust  System 
supplements  the  mainframe  Trust  Services 
capabilities  with  personal  Trust  Accounting, 
Participant  Record  Keeping,  and  Cash 
Manager. 

M&I  provides  trust  companies  with 
outsourcing  support  through  the  M&I  Trust 
System,  the  same  system  used  by  Marshall  & 
Ilsley  Corporation’s  own  trust  company  and 
affiliates,  as  well  as  over  1 10  trust  companies 
across  the  United  States.  It  is  a 
comprehensive  real-time  system  supporting 
the  requirements  of  trust  executive 
management,  account  administration, 
employee  benefit  administration,  and 
investment  management  personnel. 

Some  specific  client  services  are  Asset 
Allocation,  which  provides  automated 
investment  monitoring;  Customized 
Statement  Reporting  utilizing  graphical  (CSF) 
formats;  and  TrustWeb™  Internet  Access, 
providing  direct  access  to  portfolio 
information  for  a bank’s  trust  customers. 


Data  Centers 

M&I  provides  a range  of  processing/systems 
operations  services  with  230  customer-owned 
remote  sites  and  outsourcing-customer  assets 
ranging  from  $2  million  to  $16  billion. 

• At  the  end  of  1995,  M&I  was  managing  a 
network  of  168,000  CRTs,  TTs,  PCs,  and 
printers,  and  3,400  EFT  terminals. 

• M&I  processes  more  than  24  million 
accounts/relationships  per  night. 

M&I’s  data  centers  have  the  following 
computers  supporting  products  and  services: 

- 1 IBM  9021-962 

- 2 IBM  9021-9X2s 

- 1 Hitachi  GX8824 

- 1 Hitachi  EX44 

- 1 IBM  AS/400 

- 23  UNIX  Servers  (SUN,  IBM,  HP) 

- 5 NT  Servers  (Compaq) 

- Tandem  Himalaya  K1000  with  14 

CPUs 

M&I  has  data  centers  in  Brown  Deer  and  Oak 
Creek  (WI),  and  Braintree  (MA).  Item 
processing  and  printing  centers  are  located  in 
Appleton,  Madison,  Sun  Prairie,  and  Wausau 
(WI);  Phoenix  (AZ);  Fort  Lauderdale  and 
Tampa  (FL);  Elk  Grove  Village  (IL);  New  York 
(NY);  and  Hato  Rey  (Puerto  Rico). 

Licensed  Software 

M&I  also  offers  the  following  software  for  the 
financial  industry: 

CSF — CSF  is  a software  development  tool  for 
creating  personalized,  easy-to-understand 
customer  statements  using  advanced  laser 
technology  and  CSF’s  OS/2-based  graphical 
user  interface,  CSF  PC-Paint. 
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Exhibit  B 

M&l  Data  Services 
Outsourcing  Products  and  Services 


Product  and  Service  Delivery 

Financial  Products 

Financial  Desktop 

Deposit  System 

Salespartner 

Loan  System 

PCTeller 

- Collection/Task  Tracking  System 

Corporate  Cash  Management  (MICASH) 

- Collateral  System 

TrustDesk™ 

Financial  Control  System 

Home  Delivery 

Trust  System 

- Bill  Paying  by  Phone  and  PC 

Cash  Manager 

- Banking  by  Phone  and  PC 

Safe  Deposit  System 

- Internet  Banking 

Integrated  Funds  Management  System  (IFMS) 

MICARD 

Audit  System 

VISA  Check  Card 

Custom  Statement  Formatter  (CSF) 

Customer  Support 

EFT/MIPATH  Electronic  Funds  Transfer 

Account  Management 
Conversion  Services 

Relationship  Management 

Consulting  Services 

Customer  Information  System  (CIS) 

- Operational  Reviews 

Account  Analysis  System 

- Disaster  Recovery 

Customer  Profitability  System 

- Information  Security  and  Control 

Profitability  Modeling  System 

Network  Services 

Relationship  Packaging  System 

Third-party  Alliances 

EASE  MCIF  System 

- Partnership  Plus 

Item  Processing 

Enterprise  Information  Management 

- Checkout 

Information  Desktop 

- Report  Edge 

- InFormatter 

- Asset/Liability  Reporting 

- Lockbox  Services 
PC  Remarketing 
Education  Services 
The  Support  Center 

- Call  Reporting 

DataBank  (data  warehouse) 
STAR  View 

• CSF  software  may  be  purchased  and  run  on 

IBS — M&I’s  Integrated  Banking  System 

the  customer’s  IBM  or  compatible 

software,  introduced  in  1980,  offers  an 

mainframe. 

integrated  on-line,  real-time  financial 
processing  software  network,  and  is  designed 

• M&I  has  over  200  CSF  customers  in  16 

for  financial  institutions  in  a multibank, 

countries. 

multibranch  environment. 
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• The  software  is  purchased  and  run  on  the 
customer’s  mainframe. 

There  are  currently  43  IBS  clients  in  four 
countries. 

• IBS  applications  include: 

- Integrated  Deposits  (demand,  savings, 
time) 

- Integrated  Loans  (commercial,  consumer, 
and  mortgage) 

- Customer  Information  System,  which  also 
supports  relationship  management  and 
profitability  measurement 

- Teller  Terminal  Support  Systems 

- XAA  Extended  Account  Analysis 

The  M&I  Trust  System  is  a trust  management 
system  that  provides  in-depth  reporting 
required  by  trust  management, 
administrators,  portfolio  managers, 
operations  personnel,  tax  analysts,  and  new 
business  personnel. 

• The  system  is  available  as  a processing 
service  or  as  a software  product  for  in-house 
use  on  the  customer’s  IBM  or  compatible 
mainframe. 

• M&I  currently  has  two  Trust  System  clients 
in  the  United  States. 

The  EASE  MCIF  System  Marketing  Solution 
is  a PC-based  MCIF  system  designed  to 
interface  standard  customer  information  with 
third-party  demographics. 

The  CIS  Marketing  Solution  is  a complete 
library  of  marketing  programs  designed  to 
analyze  the  Customer  Information  System  for 
marketing  reporting. 


Enterprise  Solutions 

Enterprise  Solutions  are  designed  for 
financial  institutions  with  assets  greater  than 
$10  billion.  The  Enterprise  Solutions  Group 
provides  large  financial  institutions  with 
customized,  multifaceted  solutions,  including 
M&I  software  products,  M&I  outsourcing 
services,  M&I  professional  services,  joint 
development  projects,  and  integration  of 
external  products  and  services. 

Clients 

M&I  has  over  850  clients  in  45  states  and  16 
countries. 

Marketing  and  Sales 

M&I  markets  its  outsourcing  services, 
professional  services,  and  IBS  software 
through  its  in-house  sales  force. 

M&I’s  CSF  software  is  marketed  through  its 
in-house  sales  force  and  foreign  distributors. 

Alliances 

In  April  1996,  M&I  announced  an  agreement 
with  Microsoft  Corporation  whereby  M&I  will 
provide  its  financial  institution  clients  with  a 
systems  interface  using  Microsoft  Money. 

In  April  1996,  M&I  also  announced  a licensing 
and  joint  development  agreement  with 
Travelers  Express,  a major  bill  payment 
servicing  provider.  Under  the  terms  of  the 
agreement,  M&I  will  provide  bill  payment 
services  as  an  extension  to  its  existing  data 
processing  and  financial  service  bureau 
capabilities.  The  companies  will  work 
collaboratively  to  expand  electronic  payment 
capabilities  to  vendors  on  a national  basis. 

In  December  1995,  M&I  and  Atlanta-based 
Five  Paces,  Inc.,  a developer  of  on-line 
banking  and  financial  management 
applications,  announced  a licensing 
agreement  whereby  M&I  will  license  and 
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customize  Five  Paces’  Virtual  Bank 
Manager™  (VBM)  secure  banking  application 
for  financial  institutions. 

• Five  Paces’  VBM  software  was  developed  for 
the  world’s  first  Internet  bank,  Security 
First  Network  Bank,  for  which  M&I 
provides  data  processing. 

• In  May  1996,  M&I  announced  agreements 
with  three  bank  clients  to  begin  offering 

In  February  1995,  M&I  established 
Partnership  Plus,  a program  designed  to  form 
alliances  with  vendors  that  help  provide 
turnkey  solutions  to  M&I  customers. 

• M&I’s  initial  Partnership  Plus  alliance  is 
with  Wallace  Computer  Services  for  output 
forms. 


Internet  banking  to  their  retail  and 
commercial  customers  through  M&I. 

• Internet  banking  services  will  be  offered  by 
the  fall  of  1996  by  Marshall  & Ilsley  Bank  of 
Milwaukee  (WI),  the  Salem  Five  Cents 
Savings  Bank  of  Salem  (MA),  and  the  West 
Coast  Savings  Bank  of  Sarasota  (FL). 


• Another  Partnership  Plus  alliance  is  with 
Wallace  Computer  Services  and  General 
Financial  Supply  for  MICR  forms. 

Competition 

Major  competitors  include  ALLTEL 
Information  Services,  Inc.,  Fiserv,  and 
Electronic  Data  Systems. 


Parent: 

Marshall  & Ilsley  Corporation 
770  North  Water  Street 
Milwaukee,  WI  53202 
Phone:  (414)  765-7801 
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COMPANY 

PROFILE 


THE  MACNEAL-SCHWENDLER 
CORPORATION 


815  Colorado  Boulevard 
Los  Angeles,  CA  90041 
Phone:  (213)258-9111 
Fax:  (213)259-3838 


Chairman  & 
CEO: 


Dr.  Richard  H.  MacNeal 


Stock  Exchange: 
Total  Employees: 
Total  Revenue: 
Fiscal  Year  End: 


Status: 


Public  Corporation 
AMEX 
306 

$65,474,000 

1/31/93 


Key  Points 


• MSC/NASTRANR,  MacNeal-Schwendler  Corporation's  (MSC's) 
principal  product,  is  the  world's  leading  finite  element  analysis 
product  and  is  used  by  engineers  and  designers  worldwide  to  analyze 
the  stress,  vibration,  and  heat  transfer  characteristics  of  structures 
and  mechanical  components. 

• To  protect  its  traditional  analyst  market,  MSC  is  working  towards 
decreasing  its  project  life  cycle  to  allow  for  more  flexible  planning 
and  to  provide  faster  deliveries  for  urgently  requested  capabilities. 

• During  fiscal  1993,  MSC  started  to  use  resellers  to  introduce  its 
products  to  smaller  companies  and  the  company  began  to  explore 
alternative  sales  channels  throughout  the  world. 

• Marketing  and  customer  support  organizations  have  been  expanded 
worldwide.  A direct  sales  office  was  opened  in  Paris  and  the 
customer  support  staff  in  Tokyo  was  doubled. 

• MSC  is  providing  pricing  flexibility  to  its  customers  by  offering  some 
products  on  a paid-up  license  basis. 

• MSC  suspended  development  of  its  MSC/XL  finite  element 
modeling  package  but  will  work  with  Aries  Technology  to  offer 
enhanced  products  based  on  Aries  ConceptStation.  An  agreement 
formed  with  Aries  in  fiscal  1993  provides  MSC  with  access  to 
geometric  modeling  and  automatic  meshing  capabilities  that  could 
be  marketed  to  MSC's  existing  client  base  and  may  enable  MSC  to 
enter  a new  market-design  engineering-for  MSC/NASTRAN  and 
its  MSC/EMAS  simulation  product. 
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Company 

Description 


Company  History 


MSC  develops,  markets,  and  supports  computer-aided  engineering 
(CAE)  software  products  used  by  engineers  and  designers  in  industry, 
research  laboratories,  and  universities.  The  company's  principal 
product,  MSC/NASTRAN,  has  been  adapted  to  run  on 
supercomputers,  mainframes,  minicomputers,  and  workstations. 


MSC  was  incorporated  in  California  in  1963  as  an  engineering 
professional  services  company.  Beginning  in  1966,  MSC  was  a major 
contributor  to  the  development  of  NASA's  NASTRAN,  a general- 
purpose  structural  analysis  computer  program  based  on  the  finite 
element  method. 

In  1971  MSC  began  offering  its  own  proprietary  enhanced  version  of 
NASTRAN  under  the  name  MSC/NASTRAN. 

MSC  made  its  initial  public  offering  of  common  stock  in  May  1983. 

The  stock  was  traded  on  the  over-the-counter  market  until  1984  when  it 
began  trading  on  the  American  Exchange. 

During  late  1991,  due  to  declining  revenues  and  profits  resulting  from 
the  recession  in  the  U.S.,  and  more  particularly  from  the  decline  in  U.S. 
defense  spending,  MSC  began  a restructuring  that  resulted  in  total 
charges  against  income  of  $15.1  million  and  included  the  following 
actions: 

• In  order  to  bring  operating  expenses  back  in  line  with  current 
market  conditions,  MSC  announced  a 16%  reduction  in  its 
worldwide  work  force,  resulting  in  the  elimination  of  42  professional 
and  clerical  positions  worldwide. 

• MSC  management  undertook  a thorough  review  of  the  company's 
marketing  strategies  and  possible  redirection  of  its  product 
development  plans. 

• As  a result  of  this  review,  product  development  was  discontinued  for 
MSC/PROBE  and  the  St.  Louis  office  was  closed.  Staff  was  reduced 
by  50%  at  the  Milwaukee  office  where  the  company's 
electromagnetic  field  product  (MSC/EMAS™)  is  developed.  Staff 
was  reduced  at  the  Netherlands  office  where  MSC/D YTR AN™  is 
developed.  Taken  together,  these  products  contributed  only  6%  to 
revenues  but  a much  larger  percentage  of  costs. 

• Middle  management  staff  was  reduced  at  Los  Angeles  headquarters 
and  a Product  Planning  and  Support  Department  was  created  to 
integrate  documentation,  training,  and  product  support  activities. 
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Strategy 


Financials 


MSC's  business  strategy  emphasizes  cost  control  and  greater  attention 
to  its  largest  customer  accounts.  In  order  to  protect  its  traditional 
analyst  market,  MSC  is  improving  the  performance  of 
MSC/NASTRAN's  performance  for  large  problems  and  plans  to 
release  MSC/NASTRAN  more  frequently. 

Recognizing  the  speed  with  which  changes  are  occurring  in  the 
industry,  MSC  is  dedicated  to  achieving  greater  ease  of  use  in  its 
products  and  better  integration  with  other  mechanical  design  tools. 

For  its  electromagnetics  and  energetic  fluid-structure  interaction 
products,  MSC's  strategy  is  to  pursue  market  growth  with  limited 
resources. 

As  a result  of  its  new  Aries  agreement,  which  provides  MSC  with  state- 
of-the-art  geometric  modeling  and  automatic  meshing  capabilities, 
MSC  now  has  the  resources  to  enter  a new  market-design 
engineering-for  MSC/NASTRAN  and  MSC/EMAS. 


MSC's  fiscal  1993  revenue  reached  $65.5  million,  a 17%  increase  over 
fiscal  1992  revenue  of  $55.8  million.  Net  income  was  $12.2  million  in 
fiscal  1993,  compared  to  net  losses  of  $1.5  million  for  fiscal  1992,  which 
include  the  restructuring  charges  described  above. 

A five-year  financial  summary  is  shown  on  the  following  page. 

The  increase  in  total  revenue  during  fiscal  1993  was  attributed  to 
increased  usage  of  MSC/NASTRAN  throughout  the  world. 

• During  fiscal  1993,  there  was  a net  addition  of  91  new 
MSC/NASTRAN  commercial  installations,  compared  to  60  in  fiscal 
1992,  112  in  fiscal  1991,  130  in  fiscal  1990,  and  115  in  fiscal  1989. 

• Revenue  from  international  markets  was  $35.1  million,  or  54%  of 
total  revenue,  a 13%  increase  over  $31.0  million  for  fiscal  1992. 

The  restructuring  announced  in  October  1991  has  had  an  important 
effect  on  cost  containment,  with  earnings  having  increased  more  rapidly 
than  revenues.  Income  from  operations  before  capitalized  software 
costs  increased  59%  over  fiscal  1992. 

Research  and  development  expenditures  were  approximately  $13.4 
million  (20%  of  revenue)  in  fiscal  1993,  $12.5  million  (22%  of  revenue) 
in  fiscal  1992,  and  $10.5  million  (19%  of  revenue)  in  fiscal  1991. 
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THE  MACNEAL-SCHWENDLER  CORPORATION 
FIVE-YEAR  FINANCIAL  SUMMARY 
($  millions,  except  per  share  data) 


FISCAL  YEAR 

ITEM 

1/93 

1/92 

1/91 

1/90 

1/89 

Revenue 

$65.5 

$55.8 

$56.6 

$45.0 

$39.9 

• Percent  change 
from  previous  year 

17% 

(1%) 

26% 

13% 

15% 

Income  (loss)  before 
taxes 

$18.7 

$(0.7) 

$17.0 

$14.9 

$13.6 

• Percent  change 
from  previous  year 

★ 

(a) 

★ 

14% 

10% 

(10%) 

• Gross  margin 

29% 

-- 

30% 

33% 

34% 

Net  income  (loss) 

$12.2 

$(1.5) 

$11.2 

$9.8 

$8.9 

• Percent  change 
from  previous  year 

913% 

(113%) 

14% 

11% 

(2%) 

• Net  margin 

19% 

-- 

20% 

22% 

22% 

Earnings  (loss)  per  share 

$1.03 

$(0.12) 

$0.94 

$0.82 

$0.73 

• Percent  change 
from  previous  year 

958% 

(113%) 

15% 

12% 

(1%) 

* Percent  change  exceeds  1,000%. 


(a)  Includes  restructuring  charges  of  $15. 1 million. 


In  July  1992,  MSC  entered  into  a strategic  partnership  agreement  with 
Aries  Technology,  Inc.  of  Lowell  (MA)  to  sell  each  others  products  and 
to  jointly  enhance  Aries'  ConceptStation  product  line  to  support  MSC’s 
products. 

• ConceptStation,  which  services  the  design  engineer  market,  uses  the 
latest  solid  modeling  technology  to  create  and  display  mechanical 
designs  and  automatically  generates  input  data  required  for  analysis. 

• MSC  had  suspended  development  of  its  finite  element  modeling 
package,  MSC/XL,  because  it  was  not  up  to  industry  standards.  The 
agreement  with  Aries  calls  for  both  vendors  to  upgrade 
ConceptStation  so  that  it  will  have  all  of  the  functions  planned  for 
MSC/XL. 

• The  Aries'  products,  which  MSC  markets  under  the  name 
MSC/XLplus,  provide  immediate  access  for  MSC's  products  to  the 
design  engineer  market  and  provide  an  alternative  for  its  traditional 
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analyst  customers  who  have  largely  relied  on  third-party  software  for 
pre-  and  post-processing  of  MSC/NASTRAN  data. 


Employees  As  of  January  31,  1993,  MSC  had  306  employees  (generating  $213,967 

per  employee),  segmented  as  follows: 


FUNCTION 

NUMBER 

PERCENT 
OF  TOTAL 

Marketing 

95 

31% 

Technical 

131 

43% 

Administration 

80 

26% 

TOTAL 

306 

100% 

Competitors  MSC's  major  competitor  is  Swanson  Analysis  Systems,  Inc.  (ANSYS 

product). 


Key  Products  and  Approximately  88%  of  MSC's  revenue  is  derived  from  rents  and 
Services  royalties  for  MSC/NASTRAN  and  related  software  products.  The 

remainder  of  revenue  is  derived  from  education  and  training  and 
consulting  services.  A total  of  88%  of  fiscal  1993  revenue  was  derived 
from  MSC/NASTRAN. 

A five-year  summary  of  MSC/NASTRAN  installation  activity  follows: 


MSC/NASTRAN  INSTALLATIONS 


FISCAL  YEAR 

ITEM 

1/93 

1/92 

1/91 

1/90 

1/89 

Number  of  installations 
at  start  of  year 

1,159 

1,099 

987 

857 

742 

Net  additions  (a) 

91 

60 

112 

130 

115 

Number  of  installations 
at  year  end  (b) 

1,250 

1,159 

1,099 

987 

857 

(a)  New  installations  less  cancellations  due  to  termination  or  reassignment. 

(b)  Does  not  include  a total  of  290  universities  for  fiscal  1993,  268  for  fiscal  1992,  254  for  fiscal  199 1,  224 
for  fiscal  1990,  and  173  for  fiscal  1989. 
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MSC's  major  product  offerings  include  MSC/NASTRAN 
MSC/EMAS,  MSC  DYTRAN,  and  MSC/XLplus. 

MSC/NASTRAN  is  based  on  finite  element  analysis  and  is  used  as  a 
CAE  tool  to  analyze  structures  to  determine  their  strength,  safety,  and 
performance  characteristics.  Additional  types  of  structural  analysis 
provided  by  the  program  include  analyses  of  vibration  characteristics, 
dynamic  response,  transient  heat  transfer,  elastic  stability,  and 
aeroelastic  response. 

• MSC/NASTRAN  is  used  in  the  aerospace  industry  to  determine 
stress  distribution  in  major  aircraft  parts.  The  same  principles  have 
been  used  in  the  design  of  jets,  rockets,  engines,  automobiles,  trucks, 
tires,  ships,  farm  equipment,  heavy  industrial  equipment,  nuclear 
containment  vessels,  helicopters,  and  spacecraft. 

• MSC/NASTRAN  runs  on  a range  of  supercomputers,  mainframes, 
minicomputers,  and  workstations  manufactured  by  IBM,  Control 
Data  Systems,  DEC,  Convex,  Fujitsu,  Hewlett-Packard,  Hitachi, 
Nippon  Electric,  Siemens,  Silicon  Graphics,  Sun  Microsystems,  and 
Cray  Research. 

• MSC  has  a policy  of  leasing  rather  than  selling  its  software  products, 
including  MSC/NASTRAN.  The  standard  lease  agreement  is  for  a 
minimum  of  one  year  and  is  thereafter  cancellable  after  six  months 
notice.  It  specifies  monthly  payments  and  additional  payments 
based  on  usage  for  larger  computers  and  royalties  as  a percent  of 
sales  for  data  center  network  customers. 

MSC/EMAS  allows  engineers  to  simulate  and  analyze  electromagnetic 
fields  in  motors,  generators,  solenoids,  wave  guides,  antennas,  and 
microwave  circuitry. 

MSC/DYTRAN,  released  in  the  fall  of  1991,  analyzes  transient, 
dynamic  events  characterized  by  large  structural  distortions  or  the 
interaction  of  fluids  with  structures.  Engineers  can  use 
MSC/DYTRAN  to  solve  practical  problems  including  automotive 
crash  simulation,  vehicle  occupant  safety  studies,  and  aircraft 
crashworthiness. 

MSC/XLplus,  the  first  joint  product  resulting  from  the  development 
and  marketing  agreement  with  Aries  Technology,  is  an  interactive 
interface  to  MSC/NASTRAN,  MSC/EMAS,  and  MSC/DYTRAN  that 
combines  solid  modeling-based  geometry  creation,  parametric  editing, 
and  automated  meshing  tools. 


MSC  continues  to  market  MSC/PROBE,  an  analysis  program  based  on 
p-version  finite  element  analysis  for  detailed  stress  calculations, 
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although  further  development  on  the  product  has  been  discontinued. 
The  company  is  in  the  process  of  merging  this  technology  into  the 
primary  products  listed  above. 


Industry  Markets  Approximately  89%  of  MSC's  fiscal  1993  revenue  was  derived  from 

industrial/manufacturing  companies  involved  in  the  aerospace, 
automotive,  shipbuilding,  industrial  and  office  equipment,  nuclear, 
petrochemical,  optic,  architectural,  and  engineering  industries. 
Approximately  4%  of  fiscal  1993  revenue  was  derived  from  data  center 
network  services  vendors,  5%  from  government  agencies,  and  2%  from 
universities. 


Approximately  46%  of  MSC's  fiscal  1993  revenue  was  derived  from  the 
U.S.,  29%  from  Europe,  22%  from  the  Far  East,  and  the  remainder 
from  Canada,  South  America,  and  Australia.  A three-year  summary  of 
geographic  source  of  revenue  follows: 


THE  MACNEAL-SCHWENDLER  CORPORATION 
THREE-YEAR  GEOGRAPHIC  SOURCE  OF  REVENUE  SUMMARY 

($  millions) 


FISCAL  YEAR 

1/93 

1/92 

1/91 

SOURCE 

REVENUE 

$ 

PERCENT 
OF  TOTAL 

REVENUE 

$ 

PERCENT 
OF  TOTAL 

REVENUE 

$ 

PERCENT 
OF  TOTAL 

U.S. 

$30.4 

46% 

$24.8 

44% 

$28.7 

51% 

Export  sales  (a) 

16.4 

25% 

14.3 

26% 

12.8 

23% 

Europe 

18.7 

29% 

16.7 

30% 

15.1 

26% 

TOTAL 

$65.5 

100% 

$55.8 

100% 

$56.6 

100% 

(a)  Consists  primarily  of  Far  East  revenue,  with  a minor  amount  from  the  rest  of  the  world  outside  Europe. 


Geographic 

Markets 


U.S.  regional  offices  are  located  as  follows: 

Western  Region:  Los  Angeles  (CA) 

Southwest  Region:  Dallas/Ft.  Worth 
Midwest  Region:  Milwaukee  (WI) 

Eastern  Region:  Lake  Ronkonkoma  (NY) 

Additional  U.S.  offices  are  located  in  Atlanta  (GA),  Livonia  (MI), 
Mount  Laurel  (NJ),  and  Seattle  (WA). 
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MSC's  European  headquarters,  located  in  Munich,  manages  wholly 
owned  subsidiaries  in  the  U.K.,  Italy,  France,  and  the  Netherlands. 

Far  East  headquarters  are  in  Tokyo.  Sales  and  service  are  handled 
through  a wholly  owned  subsidiary  in  Hong  Kong,  and  a 90%  owned 
subsidiary  based  in  Tokyo. 

During  fiscal  1993,  a sales  office  was  opened  in  Moscow. 

The  company  also  has  representatives  in  several  European  and  Far 
East  countries,  as  well  as  in  India,  Australia,  and  Latin  America. 
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COMPANY 

PROFILE 


MADIC-COMPUFACT 

CORPORATION 

7441  Lincoln  Way 
Suite  200 

Garden  Grove,  CA  92641 
Phone:  (714)891-6336 
Fax:  (714)897-7616 


President  & CEO:  Al  Alteslane 

Status:  Subsidiary 

Parent:  The  Devers  Group 

Total  Employees:  60 

Total  Revenue:  $9,000,000* 

Fiscal  Year  End:  12/31/93 

* Company  estimate 


Key  Points 

• Madic-Compufact  Corporation  (MCC)  targets  its  turnkey  systems 
and  associated  support  services  to-discrete  and  job  shop 
environments. 


Q 


The  company's  revenue  has  been  stable  at  $9  million  over  the  last 
three  years  and  the  firm  has  posted  a profit  every  quarter  during  that 
period. 
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Company 

Description 

Madic-Compufact  Corporation  (MCC)  provides  on-line,  interactive, 
integrated  business  control  systems  using  "closed  loop"  MRPII 
principles.  The  company's  primary  product  is  the  MAN-FACT  IIR 
system. 

MCC’s  turnkey  systems  and  professional  services  are  marketed  to  a 
range  of  discrete  manufacturing  and  distribution  companies.  Currently, 
MCC  supports  over  325  manufacturing  facilities  in  the  U.S.,  Canada, 
Australia  and  the  U.K. 

MCC  is  one  of  four  subsidiaries  of  The  Devers  Group,  headquartered 
in  Chicago  (IL).  All  four  subsidiaries  are  suppliers  of  hardware, 
software,  and  services  to  major  vertical  markets.  The  Devers  Group 
generates  revenue  in  excess  of  $65  million  annually,  and  employs  over 
600  computer  professionals. 

Strategy 

MCC's  strategy  is  to  continue  to  build  increasing  integration  between 
common  desktop  applications  and  MAN-FACT  II. 

The  company  also  plans  significant  sales  expansion  in  early  1994. 

Financials 

MCC's  1992  revenue  was  $9  million;  the  same  as  1991  revenue.  MCC 
management  estimates  1992  revenue  will  remain  at  $9  million. 

Market 

Financials 

MCC  targets  the  manufacturing/distribution  industry,  specifically 
addressing  the  requirements  of  discrete  and  job  shop  environments. 

Geographic 

Markets 

Over  95%  of  MCC's  revenue  is  derived  from  the  U.S.  and  the 
remainder  from  international  sources. 

Key  Products 
and  Services 

Approximately  65%  of  MCC's  revenue  is  derived  from  turnkey  systems 
and  35%  from  consulting,  custom  programming,  and  education  and 
training  professional  services. 

MCC's  primary  offering,  the  MAN-FACT  II  system,  is  sold  primarily  to 
discrete  and  job  shop  environments. 

• MAN-FACT  II  is  available  for  Prime,  Hewlett-Packard,  and  IBM 
computers  and  other  UNIX-based  systems. 
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• MAN-FACT  II  modules  include: 

- Bills  of  Material  and  Routings 
Configuration  Management 

- Capacity  Requirements  Planning 

- Inventory  Control 

- Business  Resource  Requirements  Planning 

- Master  Production  Scheduling 

- Material  Requirements  Planning 
Physical  Inventory  and  Cycle  Counting 
Work-In-Process  and  Shop  Floor  Control 

- Bar  Coding 
Purchasing  and  Receiving 

- Quality  Assurance 

- Distribution  & Replenishment  Activities 

- Management  Reporting 

- Marketing 

- Sales  Order,  Quote,  Shipping  and  Forecasting 
Accounts  Payable 

- Accounts  Receivable 
Cost  Accounting 

- Fixed  Assets 

- General  Ledger 

- Payroll  and  Personnel 
System  Administration 
Field  Service  Billing  System 

• In  addition  to  providing  FDA  lot  control,  serial  number  control, 
finite  and  infinite  capacity  requirements  planning  and  sales 
forecasting,  MAN-FACT  II's  strengths  include  its  configuration 
management,  project  control,  cost  accounting,  distribution  tracking 
and  user  interface  features. 

• System  prices  range  from  $40,000  to  $750,000,  including  hardware, 
depending  on  the  modules  selected. 

• There  are  currently  over  325  MAN-FACT  II  installations. 

Professional  services  provided  by  MCC  include  project  planning, 
business  consulting,  custom  programming  and  education  (both  standard 
and  custom/on-site  classes). 


Marketing 
and  Sales 


MCC's  products  are  marketed  in  the  U.S.,  Canada,  the  U.K.  and 
Australia,  either  directly  or  through  distributors. 

• MCC's  corporate  headquarters  is  in  Garden  Grove  (CA). 
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MCC  is  also  represented  by  distributors  in  the  Pacific  Northwest 
(Nova  Information  Systems),  Canada  (Infonet),  Australia  (CMS) 
and  the  U.K.  (MSC  Solent). 


Alliances 


MCC  has  alliances/marketing  agreements  with  various  vendors, 
including  Hewlett-Packard  and  IBM. 
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MANATRON,  INC. 

2970  South  9th  Avenue 
Kalamazoo,  Ml  49009 
Phone:  (616)375-5300 


Key  Points 


Mm 


INPUT 


President  & CEO: 
Status: 

Stock  Exchange: 
Total  Employees: 
Total  Revenue: 
Fiscal  Year  End: 


Allen  F.  Peat 
Public 
NASDAQ 
144  (7/92) 
$10,083,930 
4/31/92 


Manatron,  provider  of  systems  and  services  to  city,  county,  and  state 
governments,  significantly  expanded  its  client  base  in  March  1992 
with  the  acquisition  of  Specialized  Data  Systems,  Inc.,  a North 
Carolina-based  provider  of  IBM  PC  and  compatible  hardware  and 
software  solutions  for  local  governments. 

As  a result  of  the  acquisition,  Manatron  increased  its  installed  base 
roughly  50%  and  increased  its  presence  in  the  southeastern  region  of 
the  U.S. 

In  March  1992,  Manatron  also  announced  sales  agreements  for  its 
GAVEL  Court  Management  software  with  two  Indiana  counties 
totaling  $1.6  million. 

Manatron's  products  are  fully  compatible  with  the  "open  systems" 
architectures  of  the  major  computer  hardware  vendors,  providing 
customers  with  the  flexibility  to  choose  systems  that  meet  their 
requirements. 
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Company 

Description 

Manatron,  formed  in  1969,  provides  turnkey  systems,  applications 
software  products,  and  processing  services  to  city,  township,  county,  and 
state  government  units.  Manatron's  systems  are  used  primarily  for 
court  automation,  financial  management,  property  assessment  and 
taxation,  and  mapping  applications. 

• The  majority  of  Manatron's  systems  have  been  installed  at 
customers'  sites  using  the  BTOS  operating  system  and  networked 
desktop  microcomputers  from  Unisys. 

• With  the  company's  movement  toward  open  systems  architecture 
capabilities,  the  major  Manatron  systems  have  been  developed  or 
revised  to  run  on  multiple  operating  systems,  such  as  UNIX,  MS- 
DOS,  BTOS,  CTOS,  and  Unisys  A Series  systems. 

Alliances 

In  June  1992,  Manatron  signed  an  agreement  with  Sony  Corporation  of 
America  for  Manatron  to  market  Sony  high-tech  products  and  services 
to  the  public  sector.  The  first  of  these  products  will  be  Sony  (IBM- 
compatible)  personal  computers  with  multimedia  capabilities, 
providing  video  and  audio  similar  to  existing  television  sets. 

Manatron  is  a national  Unisys  value-added  reseller  to  the  government 
market  and,  beginning  in  July  1991,  IBM's  governmental  sales  force 
began  offering  Manatron's  software  for  use  on  the  IBM  UNIX 
System/6000  minicomputer  and  PS/2  system. 

During  fiscal  1991,  Manatron  also  formed  a marketing  alliance  with 
First  Image  Management  Company  to  market  First  Image's  bar-coding 
and  laser  printing  products  to  Manatron  clients.  Since  the  agreement 
was  signed,  Manatron  has  incorporated  bar  coding  into  its  Property  Tax 
System,  and  has  plans  to  include  bar  coding  in  other  systems. 

Financials 

Manatron's  fiscal  1992  revenue  was  nearly  $10.1  million,  a 19% 
increase  over  fiscal  1991  revenue  of  $8.5  million.  Net  income  rose 
24%,  from  $410,000  in  fiscal  1991  to  $507,000  in  fiscal  1992.  A five- 
year  financial  summary  follows: 
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MANATRON,  INC. 
FIVE-YEAR  FINANCIAL  SUMMARY 
($  thousands,  except  per  share  data) 


FISCAL  YEAR 

ITEM 

4/92 

4/91 

4/90 

4/89 

4/88 

Revenue 

$10,884 

$8,463 

$8,758 

$7,682 

$7,583 

• Percent  change 

1% 

(16%) 

from  previous  year 

19% 

(3%) 

14% 

Income  (loss)  before  taxes 

$137 

$(1,148) 

and  extraordinary  items 

$755 

$622 

$423 

• Percent  change 

(179%) 

from  previous  year 

21% 

47% 

209% 

112% 

Net  income  (loss) 

$507 

$410 

$521 

$102 

$(728) 

• Percent  change 
from  previous  year 

24% 

(21%) 

(a) 

411% 

114% 

(189%) 

Earnings  (loss)  per  share  (b) 

$0.22 

$0.18 

$0.23 

$0.05 

$(0.33) 

• Percent  change 

N/A 

from  previous  year 

22% 

(22%) 

360% 

115% 

(a)  Includes  a one-time  after-tax  gain  of  $255, 000  related  to  the  termination  of  Manatron's  pension  plan. 


(b)  Restated  to  reflect  a 5%  stock  dividend  declared  on  July  9,  1992. 


Manatron  management  attributes  fiscal  1992  results  to  the  following: 

• Revenue  from  computer  hardware  and  software  shipments  increased 
by  39%  as  a result  of  increases  in  order  volume  and  the  acquisition 
of  Specialized  Data  Systems  in  March  1992. 

• Service  revenues  increased  only  7%,  despite  the  continued 
expansion  in  the  company's  customer  base  and  the  fact  that 
Manatron  is  now  offering  bar  coding,  laser  printing,  and 
microfilming  services  as  a result  of  the  marketing  alliance  with  First 
Image  Management  Company.  The  modest  increase  was  in  part  due 
to  a reduction  in  revenues  from  tax  processing  services  because  a 
number  of  customers  have  been  sold  systems  that  are  now  used  in- 
house. 

• Revenues  from  sales  of  computer  forms  and  supplies  decreased  11% 
as  a result  of  customers'  no  longer  buying  tax  bills  since  they  are 
being  laser  printed  and  microfilmed,  as  noted  above. 
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Acquisitions 

Acquisitions  made  by  Manatron  include  the  following: 

• In  March  1992,  Manatron  acquired  Specialized  Data  Systems,  Inc. 
(SDS)  of  Greenville  (NC)  for  an  undisclosed  amount  of  cash  and 
Manatron  stock. 

- SDS,  with  calendar  1991  revenue  of  $2  million,  provides  PC-based 
turnkey  systems  for  local  governments,  primarily  in  the 
southeastern  U.S. 

• During  1990,  the  company  acquired  PC-based  tax  and  vehicle 
registration  software  developed  for  use  in  Georgia  by  Charter  Micro 
Applications,  Inc.  of  Savannah  (GA). 

• In  1989,  Manatron  acquired  mainframe  financial  management 
software  developed  for  the  public  sector  from  Lawson  Associates, 

Inc.  of  Minneapolis  (MN);  certain  assets  of  OASys,  Inc.,  a computer 
sales  and  service  firm  based  in  Atlanta  (GA);  and  mainframe 
property  tax  and  appraisal  software  from  Bryder  & Associates,  Inc. 
of  Clearwater  (FL). 

■ During  1987,  the  company  acquired  certain  assets  of  Morse  Data 
Processing,  Inc.,  a governmental  software  supplier  based  in  Hastings 
(NE). 

Employees 

As  of  July  1, 1992,  Manatron  had  144  employees  (139  full-time  and  5 
part-time),  segmented  as  follows: 

Marketing  and  sales  25 

Systems  development  and  support  20 

Customer  services  67 

Executive/administrative  14 

Clerical  and  other  _18 

144 

Competitors 

Competition  comes  primarily  from  small,  local  software  developers. 

Key  Products  and 
Services 

INPUT  estimates  that  over  90%  of  Manatron's  fiscal  1992  revenue  was 
derived  from  turnkey  systems  and  associated  support  services  and 
supplies.  The  remainder  of  revenue  was  derived  from  property  tax  bill 
processing  services. 

Manatron's  turnkey  systems  are  available  for  MS-DOS,  UNIX, 
BTOS/CTOS,  and  Unisys  A Series  systems  and  include  the  following: 
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• LIS  (Land  Information  System)  allows  governments  to  create  and 
maintain  their  own  electronic  maps.  Textual  as  well  as  graphic  data 
can  be  displayed  and  analyzed. 

• Property  Tax  Billing,  Collection,  and  Appraisal  with  Mapping  allows 
government  officials  to  update  property  tax  values  and  follow  up 
with  assessment  rolls,  tax  rolls,  tax  bills,  and  tax  distribution  in 
conformance  with  applicable  state  laws.  The  system  also  permits 
processing  of  tax  payments  by  reading  bar  codes  on  property  tax 
bills. 

• Utility  Billing  is  an  integrated  system  that  supports  engineering 
through  meter  reading,  billing,  and  accounting  functions.  The 
system  accommodates  water,  sewer,  gas,  electric,  garbage  collection, 
and  other  related  services.  It  also  permits  bar  code  processing  of 
utility  bills. 

• Soil  Productivity  (developed  for  Illinois,  Indiana,  and  North 
Carolina)  facilitates  the  maintenance  and  calculation  of  agricultural 
and  land  values. 

• Building  Permits  with  Mapping  integrates  graphic  mapping  and 
management  with  building-permit  processing. 

• "GAVEL"  Court  Management  includes  modules  for  case 
management,  court  accounting,  prosecution  management,  probation 
management,  jury  management,  child  support,  and  voter 
registration. 

• Financial  Management  is  a fund-accounting  system  with  subsystems 
for  general  ledger,  accounts  payable,  accounts  receivable,  cost 
allocation,  project  accounting,  requisitions  and  quotes,  receipt 
processing,  purchase  orders,  cash  information  management,  payroll, 
human  resources,  inventory  control,  fixed  assets,  equipment  and 
vehicle  maintenance,  and  report  writing. 

• Manatron  Indexing,  Recording,  and  Retrieval  System  (MIRRS) 
records  and  accesses  information  from  various  types  of  documents, 
including  deeds,  mortgages,  UCC  financing  statements,  liens,  vital 
records,  and  military  discharges.  MIRRS  can  be  integrated  with 
Manatron's  imaging  system  for  permanent  storage  of  documents  on 
an  optical  disk. 

Options  available  for  use  with  Manatron's  turnkey  systems  include  the 

following: 

• Laser  pens  decipher  bar  coding  and  intelligent  character  recognition 
for  efficient  information  storage  and  retrieval. 
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Industry  Markets 

• VISUA-LYZ  Imaging  permits  users  to  make  a snapshot  of  a 
document  or  photograph  and  connect  the  image  to  the  applicable 
data  file.  The  system  can  be  used  by  local  governments  to  enhance 
property  assessment  records  by  including  actual  photographs  of  the 
property  or  improvements  to  the  property.  Other  imaging 
applications  include  supplementing  child  support  records  with  copies 
of  court  orders,  and  photos  of  suspects  and  copies  of  police  records 
in  support  of  public  safety  departments. 

• Laser  printing  and  microfilm  capabilities  are  available  to  Manatron 
customers  through  the  marketing  agreement  with  First  Image 
Management  Company. 

• XNEAR  allows  Unisys  A Series  mainframes  to  be  linked  with 
microcomputer  workstations. 

Manatron  provides  ongoing  maintenance  and  customer  support  for  its 
turnkey  systems  through  client  service  labs. 

• To  respond  to  customer  needs,  Manatron  has  established  a lab  for 
each  of  its  major  product  lines. 

• There  are  currently  48  lab  technicians  who  assist  Manatron 
customers  in  turnkey  system  installation,  provide  technical  support 
on-site  before  and  after  installation,  and  respond  to  customer 
telephone  inquiries. 

Manatron  also  provides  keypunching,  creation  of  digital  maps,  and  the 
preparation  or  printing  of  property  tax  bills. 

Virtually  all  of  Manatron's  revenue  is  derived  from  state  and  local 
government.  The  company's  customers  are  primarily  city,  township, 
and  county  governments.  A small  amount  of  revenue  is  derived  from 
hardware  sales  and  payroll  processing  to  nongovernment  clients. 

Manatron  currently  has  over  1,000  turnkey  systems  installed 
nationwide. 

Geographic 

Markets 

One  hundred  percent  of  Manatron's  revenue  is  derived  from  the  U.S. 
The  company  currently  has  customers  in  39  states. 

In  addition  to  its  headquarters  in  Kalamazoo  (MI)  and  Greenville 
(NC),  Manatron  has  offices  in  Atlanta  (GA),  Escanaba  (MI), 
Indianapolis  (IN),  Kansas  City  (MO),  and  Springfield  (IL). 
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Manugistics  Group,  Inc. 


President,  CEO 

& Chairman:  William  M.  Gibson 

2115  East  Jefferson  Street, 

Rockville,  MD  20852-4999 

Phone:  (301)984-5000 

Fax:  (301)984-5290 


Status:  Public 

Employees:  397  (2/95) 

Revenue:  $49,410,000 

Fiscal  Year  End:  2/28/95 


Key  Points 

• Manugistics  is  a provider  of  software  and 
services  for  supply  chain  management.  The 
company  also  markets  products  for  personal 
systems. 

• Manugistics’  fiscal  1995  revenue  was  $49.4 
million,  a 30%  increase  over  fiscal  1994. 

• In  June  1994,  Manugistics  acquired 
FORSYS,  a demand  forecasting  system, 
from  a division  of  Marketing  Systems 
GmbH. 


• Manugistics  has  increased  its  service 
offerings  to  assist  its  clients  in  realizing 
maximum  benefit  from  Manugistics 
software  applications.  These  services 
include  systems  consulting,  migration 
consulting  and  business  process 
reengineering  services. 

Company  Description 

Manugistics  Group,  Inc.  develops,  markets 
and  supports  a set  of  business  operations 
planning  software  products  and  services  for 
supply  chain  management. 

In  addition  to  its  supply  chain  management 
products,  the  company  also  markets  products 
for  use  on  personal  systems,  including 
STATGRAPHICS®,  a software  application  for 
statistical  analysis,  and  APL*PLUS®,  a 
productivity  programming  language. 
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Manugistics’  software  and  service  solutions 
enable  manufacturing,  distribution  and 
transportation  companies  to  analyze  and 
manage  the  flow  of  product  from  raw  material 
supplier  to  manufacturer  to  supplier. 

Organization  and  Structure 

Manugistics  is  headquartered  in  Rockville 
(MD)  and  has  additional  North  American 
offices  in  Atlanta  (GA),  Boston  (MA),  Chicago 
(IL),  Philadelphia  (PA),  Los  Angeles  and  San 
Francisco  (CA)  and  Toronto  (Canada  ). 

The  company’s  international  offices  are 
located  in  France,  Germany  and  the  U.K. 

Manugistics  was  formed  in  1969  as  Scientific 
Time  Sharing  Corporation  (STSC)  to  offer 
remote  computer  timesharing  services. 

• In  1982,  STSC  was  acquired  by  Continental 
Telecom,  Inc.  (Contel)  and  became  a wholly 
owned  subsidiary  of  Contel. 

• In  1984,  the  company  was  organized  into 
two  business  units  focusing  on  logistics  and 
manufacturing;  and  APL  and  statistical 
software. 

• In  March  1986,  Manugistics  management 
purchased  the  company  from  Contel  and  the 
company  became  a private  corporation. 

• The  company  changed  its  name  back  to 
Manugistics  in  1992  to  reflect  the  focus  on 
its  software  product  business. 

In  August  1993,  the  company  made  its  initial 
public  offering  of  2.4  million  shares  of  its 
common  stock. 


Company  Strategy 

Manugistics’  objective  is  to  be  the  leading 
worldwide  provider  of  supply  chain 
management  solutions.  The  company’s 
strategy  includes  the  following  elements: 

• Increase  market  share  for  supply  chain 
management  solutions 

• Capitalize  on  market  position 

• Expand  product  distribution  through 
alliances  and  partnering 

• Provide  comprehensive  solutions 

• Offer  products  for  distributed,  open  systems 
incorporating  standards-based  technology 
and  high-quality  processes 

• Design  products  with  customers  and 
industry  leaders 

Manugistics  has  extended  its  product  line  to 
include  services  to  offer  a comprehensive 
solution  to  its  clients.  The  company  has 
carefully  positioned  itself  to  take  advantage  of 
the  trend  toward  client/server  computing  and 
has  made  selected  alliances  with  key 
companies  to  address  existing  hardware 
platforms  and  relational  database  software. 

Financials 

Manugistics’  fiscal  1995  revenue  was  $49.4 
million,  a 30%  increase  over  fiscal  1994. 

• Revenue  increases  were  attributed  to  new 
client/server  applications,  increased  service 
offerings  and  continued  growth  of  current 
software  products. 

• A five-year  financial  summary  appears  on 
the  following  page. 
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Manugistics  Group,  Inc. 
Five-Year  Financial  Summary 
($  Millions,  except  per  share  data  ) 


Fiscal  Year 

Item 

2/95 

2/94 

2/93 

2/92 

2/91 

Revenue 

$49.4 

$38.0 

$28.3 

$30.0 

$21.3 

• Percent  change  from 

previous  year 

30% 

34% 

(6%) 

41% 

N/A 

Income  (loss)  before  taxes 

$4.3 

$3.5 

(a) 

$3.9 

$(2.0) 

• Percent  change  from 

previous  year 

23% 

70% 

(100%) 

295% 

N/A 

Net  income  (loss) 

$3.2 

$2.2 

$(0.3) 

$2.4 

$(3.6) 

• Percent  change  from 

previous  year 

45% 

833% 

(113%) 

167% 

N/A 

Earnings  (loss)  per  share 

$0.31 

$0.23 

$(0.04) 

$0.28 

$(0.49) 

• Percent  change  from 

previous  year 

35% 

675% 

(114%) 

(157%) 

N/A 

Interim  Results 

Revenue  for  three  months  ended  May  31,  1995 
was  $13.5  million,  a 30%  increase  over  the 
revenue  for  the  corresponding  period  in  1994. 

• Manugistics  derived  44%  ($5.9  million)  of 
revenue  from  the  sale  of  software  products 
during  the  first  quarter  of  1995,  compared  to 
55%  ($5.7  million)  during  the  corresponding 
quarter  in  1994. 

• Revenue  from  maintenance,  consulting  and 
other  services  contributed  56%  ($7.5  million) 
to  the  first  quarter  revenue  in  1995, 
compared  to  45%  ($4.7  million)  during  the 
same  period  in  1994.  Revenue  Analysis  by 
Product/Service 

Manugistics  derives  revenues  from  licensing 
its  software  and  providing  product  support 
and  related  services. 

A three-year  source  of  revenue  summary 
appears  on  the  following  page. 


• Approximately  50%  of  the  company’s  fiscal 
1995  revenue  was  derived  from  software 
products  and  the  remaining  50%  from 
maintenance,  consulting  and  other  services. 

• Software  products  revenues  for  supply  chain 
management  products  are  recognized  upon 
the  customer’s  execution  of  a license 
agreement  and  the  company’s  shipment  of 
the  software. 

• Software  products  revenues  for  personal 
systems  products  are  recognized  upon  the 
company’s  shipment  of  the  software. 

• Revenue  from  software  products  increased 
in  fiscal  1995  primarily  due  to  the  increase 
in  market  demand  for  supply  chain 
management  software  products  and 
increased  acceptance  of  the  company’s 
supply  chain  management  software 
products,  which  offset  decreases  in  revenues 
from  personal  systems  software  products. 
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• Revenue  from  personal  systems  software 
decreased  due  to  increased  competition  and 


reduced  demand  for  the  APL^PLUS. 


Manugistics  Group,  Inc. 
Three-Year  Source  of  Revenue  Summary 
($  Millions) 


Fiscal  Year 

2/95 

2/94 

2/93 

Product/Service 

Revenue 

$ 

Percent  of 
Total 

Revenue 

$ 

Percent  of 
Total 

Revenue 

$ 

Percent  of 
Total 

Supply  chain  management 
Personal  systems 
Total  Software  Products 

$19.5 

L3 

$24.8 

39% 

11% 

50% 

$13.2 

M 

$19.6 

35% 

52% 

52% 

$6.2 

8J> 

$14.7 

22% 

30% 

52% 

Maintenance,  consulting  and  other 
services 

24.7 

50% 

18.4 

48% 

13.6 

48% 

Total 

$49.4 

100% 

$38.0 

100% 

$28.3 

100% 

Market  Financials 

Manugistics  is  widely  used  by  Fortune  500 
companies  in  the  following  industries: 

• Chemicals  and  pharmaceuticals 

• Consumer  goods 

• Food  and  beverages 

• Industrial  equipment  and  electronics 

• Retail  and  food  distribution 
« Transportation 


Geographic  Markets 

Approximately  81%  of  Manugistics’  fiscal  1995 
revenue  was  derived  from  North  America. 

The  remaining  19%  was  from  other 
international  markets. 

A three-year  geographic  source  of  revenue 
summary  follows: 


Manugistics  Group,  Inc. 

Three-Year  Geographic  Source  of  Revenue  Summary 

($  Millions) 


Fiscal  Year 

2/95 

2/94 

2/93 

Geographic  Market 

Revenue 

$ 

Percent  of 
Total 

Revenue 

$ 

Percent  of 
Total 

Revenue 

$ 

Percent  of 
Total 

U.S. 

$40.0 

81% 

$33.1 

87% 

$23.9 

84% 

International 

9.4 

19% 

4.9 

13% 

4.4 

16% 

Total 

$49.4 

100% 

$38.0 

100% 

$28.3 

100% 
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Employees 

As  of  February  28,  1995,  Manugistics  had  397 
employees,  segmented  as  follows: 


Product  development 99 

Product-related  services  group 112 

Customer  support 15 

Computer  operations 71 

Sales  and  marketing 71 

General  and  administrative 129 


397 

Key  Products  and  Services 

Manugistics’  software  products  are 
summarized  in  Exhibits  A and  B. 

Manugistics  offers  an  integrated  suite  of 
decision  support  applications  that  allow 
manufacturers,  distributors,  retailers  and 
transportation  companies  to  manage  the  flow 
of  products  across  the  supply  chain,  from  raw 
materials,  through  the  manufacturing 
process,  to  the  delivery  of  finished  goods  to  the 
consumer.  By  horizontally  integrating  the 
planning  process  across  the  supply  chain, 
Manugistics  clients  are  improving  customer 
service,  shortening  operating  cycles  and 
reducing  inventory  levels  and  transportation 
costs. 

Services 

The  company  offers  services  to  assist  its 
clients  in  realizing  maximum  benefit  from 
Manugistics  software  applications.  These 
services  include  systems  consulting,  migration 
consulting  and  business  process  reengineering 
services. 

Application  development  and  implementation 
consulting,  user  education  and  training  and 


post-implementation  support  are  now  joined 
by  the  new  services  to  offer  clients  a total 
solution  for  their  supply  chain  planning 
requirements. 

Clients 

A list  of  selected  customers  includes  Apple 
Computer,  Inc.,  Black  & Decker,  Bristol- 
Myers  Squibb  Company,  Chevron  Chemical 
Company,  Eastman  Kodak  Company, 
Elizabeth  Arden  International,  S.A.,  Frito- 
Lay,  Inc.,  Gerber  Products  Company,  J.  B. 
Hunt  Dedicated  Contract  Services,  Johnson  & 
Johnson  Consumer  Products,  Inc.,  Kmart 
Corporation,  PepsiCo,  Inc.,  Quantum 
Corporation,  Revlon  Consumer  Products, 
Safeway  Stores,  Inc.;  SmithKline  Beecham 
PLC,  The  Gillette  Company,  The  Proctor  & 
Gamble  Company  and  Wal-Mart  Stores,  Inc. 

Marketing  and  Sales 

Manugistics  markets  its  software  products 
through  an  international  sales  force  and 
markets  certain  of  its  products  through  a 
worldwide  network  distributors.  The  direct 
sales  organization  focuses  on  sales  of  supply 
chain  management  software  to  Fortune  1000 
and  mid-sized  companies. 

Manugistics’  North  American  sales  operation, 
which  consists  of  43  sales  personnel  and  28 
pre-sales  employees,  is  headquartered  at  the 
company’s  offices  in  Rockville  (MD)  and 
includes  field  sales  personnel  in  Atlanta, 
Boston,  Charlotte,  Chicago,  Cleveland, 
Columbus,  Dallas,  Los  Angeles  and 
Philadelphia. 


Manugistics  Group,  Inc. 
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Exhibit  A 


Manugistics  Supply  Chain  Management 
Software  Products 


PRODUCT 

DESCRIPTION 

OPERATING 

ENVIRONMENT 

LOGISTICS*PLUS 

Integrated  enterprise-level  logistics  system 

IBM  mainframe,  midrange, 
PC  and  compatibles;  DEC 
VAX 

- FORECAST*PLUS 

-DRPIPPLUS 

-MRPII*PLUS 

- FORSYS 

Demand  forecasting  module 
Distribution  resource  planning  module 
Manufacturing  and  materials  planning 
module 

Demand  forecasting  module 

FINITE  CAPACITY 
SCHEDULING  SYSTEM 

Production  scheduling  system  for  process/ 
repetitive  manufacturers 

IBM  PS/2 

TRUCKS 

Automated  routing  and  scheduling  system 
for  transportation  management 

IBM  mainframe,  PC  and 
compatibles 

ROUTE  SALES  PLANNER 

Automated  system  to  develop  territories 
for  conventional  route  sales  operations 

IBM  mainframe,  PC  and 
compatible;  HP;  DEC;  Unisys 

GEOCODING  SYSTEM 

Automated  tool  for  geographically  mapping 
a territory  for  transportation  management 

IBM  PCs  and  compatibles; 
HP;  DEC;  Unisys 

VEHICLE  ROUTING  & 
SCHEDULING- 
COORDINATE  BASED 

System  for  dynamic  routing  and  scheduling 
of  vehicles  in  multi-stop  operations  for 
transportation  management 

IBM  mainframe,  PC  and 
compatibles;  HP;  DEC; 
Unisys 

BULK  COMMODITY 
DISTRIBUTION 

System  to  develop  route  schedules  for 
multiple  pick  and  drop  operations  in 
bulk  commodity  distribution  operations 

IBM  mainframe,  PC  and 
compatibles;  DEC  VAX 

ROUTE  DESIGN  SYSTEM* 

Develops  a master  set  of  routes  for  pick-up 
and  deliveries 

IBM  PS/2  and  compatibles 

CARRIER  INBOUND 
SYSTEM 

System  to  match  freight  bills  against  the 
Route  Design  System 

IBM  PS/2  and  compatibles 
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Exhibit  B 

Manugistics  Personal  Software  Products 


PRODUCT 

DESCRIPTION 

OPERATING 

ENVIRONMENT 

APL*PLUS 

Programming  language  that  combines 
application  development  capabilities  with 
interactive  problem  solving,  featuring  an 
APL  interpreter  and  enhancements 

IBM  mainframes 
DEC  VAX/VMS 
HP-UX 
RS/6000 

SUN  DEC  Ultrix 
IBM  PC  and  compatibles 

STATGRAPHICS 

Fully  integrated  statistical  graphical 
analysis  system  designed  for  statisticians, 
quality  control  engineers,  business 
analysts  and  mathematicians  providing 
data  analysis 

IBM  PC,  XT,  AT 
IBM  compatibles 

STATGRAPHICS  Plus 

Easy-to-use  menu-based  statistical 
graphics  program  optimized  for  386  and 
486  computers.  Integrates  interactive 
presentation  quality  graphics  with  a range 
of  statistical  procedures  including, 
descriptive  statistics,  regression,  ANOVA, 
multivariate  methods,  experimental  design, 
time  series  analysis  and  nonparametric 
methods 

386/486  IBM  compatible 

Alliances 

Some  recent  significant  alliances  formed  by 

Manugistics  are  as  follows: 

• In  1994,  Manugistics  signed  a joint 
development  agreement  with  SAP  AG  to 
link  Manugistics’  supply  chain  management 
software  to  SAP’s  R/3  client/server  system. 

• In  November  1994,  Manugistics  announced 
its  agreement  with  Nielsen  North  America, 
to  develop,  sell  and  support  a replenishment 
solution  that  is  based  on  consumer  point-of- 
sale  (POS)  data  and  is  integrated  across  all 
areas  of  the  supply  chain — demand, 


distribution,  manufacturing  and 
transportation. 

• Manugistics  has  an  agreement  with  Oracle 
Systems  Corporation,  to  integrate  the 
resource  planning  and  control  functionality 
of  the  Oracle  manufacturing  software  with 
Manugistics’  supply  chain  management 
software. 

• Manugistics  has  formed  an  agreement  with 
Price  Waterhouse  LLP  to  participate  in  that 
firm’s  Vendor  Alliance  Initiative  marketing 
program. 


Manugistics  Group,  Inc. 
September  1995 
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Competition 

Manugistics’  competitors  include  American 
Software,  Numetrix,  SPSS  Inc.,  SAS  Institute 
and  Think  Systems,  Inc. 
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Marcam  Corporation 

Chairman: 

Paul  Margolis 

President  & CEO: 
95  Wells  Avenue 

Michael  Quinlan 

Newton,  MA  02159 
Phone: 

(617)  965-0220 

Fax: 

(617)  965-7273 

Internet:  http://www.marcam.com 

Status:  Public 

Employees:  972  (1/97) 

Revenue:  $201,424,000 

Fiscal  Year  End:  9/30/96 


Key  Points 

• Marcam  is  a worldwide  provider  of 
enterprise  applications  software  and  services 
for  process  and  discrete  manufacturing  and 
distribution  companies  using  midrange  and 
personal  computers. 


Michael  Quinlan  was  appointed  Marcam’s 
president  and  CEO. 

• In  July  1996,  Marcam  divested  its  Foresight 
Software  distribution  and  field  service 
software  subsidiary  and  MXP  product  line  in 
order  to  focus  on  the  company’s  core 
applications. 

• In  September  1995,  Marcam  acquired  all  of 
the  outstanding  stock  of  Mapics,  Inc.,  the 
developer  of  the  MAPICS  product  line. 


• In  May  1996,  Paul  Margolis,  cofounder  and 
chairman  of  Marcam,  announced  his 
retirement  from  operating  management  of 
the  company.  He  will  continue  to  serve  as 
chairman  of  the  board.  Earlier  in  the  year, 


• During  fiscal  1996,  after  a review  of 
operating  expenses  and  overall  operations, 
Marcam  converted  chrect  sales  operations  in 
Latin  America  and  Asia  Pacific  to  affiliate 
distribution  channels  and  implemented 
staffing  reductions  in  many  areas. 
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Company  Description 

Marcam  Corporation  is  a worldwide  provider 
of  enterprise  applications  and  related  services 
to  discrete  and  process  manufacturing 
companies  using  midrange  and  personal 
computers  and  workstations.  The  company’s 
product  lines  provide  business  planning  and 
control  solutions  for  production,  logistics,  asset 
management,  and  financial  requirements. 
Marcam  has  more  than  15,000  customers 
worldwide. 

Marcam’s  core  products  include  the  following: 

• PRISM®  open  enterprise  application 
solutions  for  process  manufacturing 
companies  operating  on  the  IBM  AS/400 

• Protean™  object-oriented  applications  for 
HP  9000,  RS/6000,  AS/400,  and  Windows 
NT  platforms 

• MAPICS®  integrated  enterprise  resource 
planning  solutions  for  the  IBM  AS/400 

• Avantis™  asset  management  solutions  for 
maintenance  management  and  procurement 

Marcam  also  provides  implementation 
support,  custom  programming,  and  systems 
integration  services  for  a total  solution. 

Operations  and  Structure 

Marcam  is  organized  into  six  business  groups, 
including  three  industry  business  groups  and 
three  geographic  business  groups. 

Each  industry  business  group  is  based  around 
a particular  market  segment  to  better  focus  its 
resources  to  address  specific  needs;  it  is 
responsible  for  all  worldwide  activities 
associated  with  its  respective  product  lines, 
including  sales  and  marketing,  service, 
development,  and  support.  Industry  business 
groups  include  the  following: 


• The  Process  ERP  Business  Group, 
headquartered  in  Newton  (MA),  is  headed 
by  Robert  Cramer,  VP  and  General 
Manager.  The  group  was  formed  in 
September  1996  with  the  merging  of 
Marcam’s  Protean  and  PRISM  product 
groups  into  a single,  unified  organization 
providing  solutions  to  the  process 
manufacturing  industry  worldwide. 

• The  MAPICS  Business  Group , based  in 
Atlanta  (GA),  is  headed  by  Richard  C.  Cook, 
SVP  and  General  Manager,  and  targets  the 
discrete  manufacturing  industry  worldwide. 

• The  Avantis  Business  Group,  based  in 
Burlington,  Ontario  (Canada),  is  headed  by 
Randy  Reeve,  VP  and  General  Manager  and 
targets  the  asset  management  industry 
worldwide. 

Marcam’s  three  geographic  business  groups 
are:  Europe,  Middle  East,  Africa;  Asia  Pacific; 
and  Latin  America.  Marcam’s  North 
American  sales  channel  reports  to  the  General 
Manager  of  each  business  group. 

For  North  American  sales  and  marketing, 
Marcam  maintains  direct  sales  and  support 
offices  in  the  metropolitan  areas  of  Atlanta 
(GA),  Bala  Cynwyd  (PA),  Burlington  (Ontario, 
Canada),  Cleveland  (OH),  Dallas  (TX),  Lisle 
(IL),  Newton  (MA),  and  Saddlebrook  (NJ). 

Marcam’s  headquarters  for  its  Europe,  Middle 
East,  and  Africa  operations  is  in  Paris 
(France).  Marcam  has  subsidiaries  in  the 
U.K.,  Belgium,  France,  Germany,  and  the 
Netherlands.  The  company  also  has 
representatives  in  Austria,  Belgium, 

Denmark,  Egypt,  Finland,  France,  Germany, 
Greece,  Hungary,  Ireland,  Israel,  Italy,  the 
Netherlands,  Poland,  Portugal,  Scotland, 
South  Africa,  Spain,  Sweden,  Switzerland, 
Turkey,  the  U.K.,  and  the  United  Arab 
Emirates. 
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Asia  Pacific  operations  are  headquartered  at 
Marcam  offices  in  Singapore.  Marcam  has 
subsidiaries  in  Singapore,  Hong  Kong,  Japan, 
and  Australia.  The  operations  include 
independent  representative  offices  in 
Australia,  Hong  Kong,  India,  Indonesia, 

Japan,  Korea,  Malaysia,  New  Zealand, 
Pakistan,  the  Philippines,  the  People’s 
Republic  of  China,  Singapore,  Taiwan,  and 
Thailand. 

Latin  American  operations  are  headquartered 
at  Marcam  offices  in  Atlanta  (GA).  These 
operations  include  subsidiaries  in  Argentina 
and  Brazil,  as  well  as  independent 
representative  offices  in  Argentina,  Brazil, 
Chile,  Colombia,  Guatemala,  Mexico, 
Paraguay,  Peru,  and  Venezuela. 

Company  Strategy 

Marcam’s  primary  marketing  objective  is  to  be 
the  leading  worldwide  provider  of  enterprise 
applications  software  and  services  for  process 
and  discrete  manufacturing  companies  on 
many  platforms. 

• The  company’s  strategy  is  to  deliver 
solutions  that  add  substantial  value  to 
companies  in  specific  markets — process  and 
discrete  manufacturing. 

• Marcam  believes  that  by  creating 
applications  that  best  fit  the  business 
requirements  of  specific  markets  and  by 
offering  technology  choices  and 
comprehensive  services,  it  will  maximize  the 
business  value  that  customers  receive  from 
its  applications  and  services,  such  as 
reduced  inventories,  lower  costs,  better 
customer  service,  faster  time  to  market,  and 
more  effective  asset  utilization. 

• Since  1995,  the  company  has  decided  to 
concentrate  its  efforts  on  its  Protean, 

PRISM,  MAPICS,  and  Avantis  products  and 


discontinue  investments  in  products  no 
longer  strategic  to  the  company’s  business. 

During  fiscal  1996,  product  development 
focused  on: 

• Delivery  of  four  additional  Protean  releases, 
adding  Production,  Inventory  Management, 
Planning,  and  Quick  Scheduler 
functionality,  as  well  as  enhancements  to 
Protean  Procurement  and  Maintenance 
Management  applications 

• For  PRISM,  development  investments 
resulted  in  PRISM  Visual  Workplace, 
Release  4.3,  Year  2000  enablement, 
expanded  enterprise  management 
capabilities,  and  new  supply  chain 
management  and  customer  order 
management  features. 

• The  MAPICS  Business  Group  delivered  the 
largest  new  release  in  MAPICS  history, 
including  International  Financial 
Management  enhancements,  new  Electronic 
Commerce,  PDM  Plus,  and  MAPICS  Visual 
Workplace  applications. 

• The  Avantis  Business  Group  delivered 
Visual  Workplace  for  Avantis. XA,  Year  2000 
enablement,  Avantis. Pro  Procurement,  and 
French,  German,  and  Japanese  translations. 

Financials 

Marcam’s  fiscal  1996  revenue  reached  $201.4 
million,  down  slightly  from  fiscal  1995 
revenue  of  $202.3  million.  Net  losses  were 
$26.3  million,  compared  to  net  losses  of  $34.4 
million  for  the  same  period  a year  ago. 

• Total  revenue,  excluding  revenue  from  the 
MXP  product  line  divested  in  June  1996, 
increased  nearly  3%  to  $190.3  million  in 
fiscal  1996,  up  from  $185  million  in  fiscal 
1995. 
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• In  the  five-year  summary  that  follows,  fiscal 
1996  results  include  restructuring  charges  of 
$10.6  million  associated  with  the  sale  of 


Foresight  Software  and  changes  made  to 
Latin  America  and  Asia  Pacific  sales 
operations. 


Marcam  Corporation 
Five-Year  Financial  Summary 
($  Millions,  except  per-share  data) 


Fiscal  Year 

Item 

9/96 

9/95 

9/94 

9/93 

9/92 

Revenue 

$201.4 

$202.3 

$172.9 

$124.3 

$98.3 

• Percent  change  from 

previous  year 

.004% 

17% 

39% 

26% 

44% 

Income  (loss)  before  taxes 

$(21.7) 

$(31.7) 

$(1.8) 

$(14.5) 

$11.0 

• Percent  change  from 

(a) 

(b) 

(c) 

previous  year 

32% 

* 

88% 

(232%) 

120% 

Net  income  (loss) 

$(26.3) 

$(34.4) 

$(1.0) 

$(12.7) 

$6.7 

• Percent  change  from 

previous  year 

23% 

★ 

92% 

(290%) 

86% 

Earnings  (loss)  per  share 

$(2.31) 

$(3.05) 

$(0.09) 

$(1 .25) 

$0.72 

• Percent  change  from 

(a) 

(b) 

previous  year 

24% 

* 

93% 

(274%) 

85% 

* Percent  change  exceeds  1, 000%. 

(a)  Includes  $10.6  million  ($0.93  per  share)  in  restructuring  charges. 

(b)  Includes  $28. 7 million  ($2.55  per  share)  in  restructuring  charges  related  to  the  cessation  of  development  of 


the  PRISM  Client/server  product  line. 

(c)  Includes  in-process  research  and  development  expenses  of  approximately  $5.6  million  associated  with  the 
MAPICS  product. 


Source  of  Revenue  by  Product/ Service 

Approximately  46%  of  Marcam’s  fiscal  1996 
revenue  was  derived  from  applications 
software  product  licenses  and  54%  from 
services  that  include  product  support,  software 
implementation,  custom  programming, 
systems  integration,  and  educational 
materials  and  training. 

• License  fee  revenues  decreased  11%  during 
fiscal  1996.  License  fee  revenues,  excluding 
revenue  from  the  MXP  product  line, 
decreased  7%  to  $86.7  million  in  fiscal  1996 
from  $93.7  million  in  fiscal  1995.  The 
decrease  resulted  from  the  decline  in  license 


fee  revenues  for  PRISM  and  Protean 
products,  which  more  than  offset  the 
continued  revenue  growth  for  MAPICS 
products. 

• Service  revenues  increased  11%  during  fiscal 
1996.  Service  revenues,  excluding  revenue 
from  MXP-related  services,  increased  13%  to 
$103.6  million.  Service  revenue  increases 
occurred  in  all  geographies  and  was 
primarily  due  to  Marcam’s  consulting  and 
support  businesses  as  a result  of  growth  in 
the  installed  customer  base. 

A three-year  summary  of  source  of  revenue, 
which  includes  MXP  revenue,  follows: 
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Marcam  Corporation 
Three-Year  Source  of  Revenue  Summary 
($  Millions) 


Fiscal  Year 

9/96 

9/95 

9/94 

Product/service 

Revenue 

S 

Percent  of 
Total 

Revenue 

$ 

Percent  of 
Total 

Revenue 

$ 

Percent  of 
Total 

Software  licenses 

$93.1 

46% 

$105.2 

52% 

$93.0 

54% 

Services 

108.3 

54% 

97.1 

48% 

79.9 

46% 

Total 

$201.4 

100% 

$202.3 

100% 

$172.9 

100% 

Market  Financials 

Marcam’s  fiscal  1996  revenue  was  derived 
from  process  manufacturing,  discrete 
manufacturing,  and  distribution  companies. 

The  PRISM  product  line  is  marketed  to 
process  manufacturers  in  the  food,  chemical, 
consumer  packaged  goods,  pharmaceutical, 
building  material,  and  related  industries. 
MAPICS  XA  is  marketed  to  discrete 
manufacturing  companies. 


Marcam’s  target  customers  range  from  large 
multisite,  multinational  manufacturers  to 
medium-sized  companies  with  one  or  two 
sites. 

Geographic  Markets 

Approximately  59%  of  Marcam’s  fiscal  1996 
revenue  was  derived  from  the  U.S.,  26%  from 
Europe,  and  15%  from  other  international 
sources.  A three-year  geographic  source  of 
revenue  follows: 


Marcam  Corporation 

Three-Year  Geographic  Source  of  Revenue  Summary 

($  Millions) 


Fiscal  Year 

9/96 

9/95 

9/94 

Geographic  Area 

Revenue 

S 

Percent  of 
Total 

Revenue 

$ 

Percent  of 
Total 

Revenue 

$ 

Percent  of 
Total 

U.S. 

$119.0 

59% 

$113.1 

56% 

$109.2 

63% 

Europe 

52.0 

26% 

48.1 

24% 

34.0 

20% 

Other  international 

30.4 

15% 

41.1 

20% 

29.7 

17% 

Total 

$201.4 

100% 

$202.3 

100% 

$172.9 

100% 

Acquisitions/Divestitures 

In  September  1995,  Marcam  acquired  all  of 
the  outstanding  stock  of  Mapics,  Inc.,  the 
company  that  developed  and  supported  the 
MAPICS  product  line. 


• As  a result  of  the  acquisition,  Marcam  owns 
all  right,  title,  and  interest  in  the  MAPICS 
product  line. 
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• Marcam  acquired  the  exclusive  marketing 
rights  to  the  MAPICS  product  line  from  IBM 
in  February  1993. 

In  July  1996,  Marcam  sold  its  Foresight 
Software  subsidiary  to  executives  of  Platinum 
Equity  Holdings.  Terms  of  the  sale  were  not 
disclosed. 

• Foresight,  formerly  Marcam’s  MXP  business 
unit,  was  established  as  an  independent 
entity  in  December  1995,  providing  its  MXP 
customer  interaction  software. 

• Foresight  generated  approximately  $10.1 
million  in  revenue  during  fiscal  1996. 

Employees 

As  of  September  30,  1996,  Marcam  had  963 
employees  (compared  to  1,093  at  the  end  of 
fiscal  1995). 

The  company  currently  has  approximately  972 
employees. 

Key  Products — Process  Companies 

Marcam  offers  two  product  lines  for  process 
manufacturing  companies:  PRISM  and 
Protean. 

PRISM 

The  PRISM  product  line  provides  AS/400- 
based  ERP  solutions  for  information  systems, 
including  production,  logistics,  maintenance 
management,  and  finance  applications. 

• PRISM  4.3,  released  in  1996,  provides 
features  that  support  system  issues  relating 
to  the  year  2000.  It  also  offers  a path  for 
adding  object  technology,  customer  order 
management  enhancements,  enterprise 
manager  enhancements  for  easier 
distribution  of  key  master  files,  and  new 
International  Financial  Management 
applications  to  address  global  financial 
business  processes. 


• Visual  Workplace,  a new  PRISM 
application,  improves  time  to  value  by 
adding  a Windows  client  to  AS/400  servers 
running  PRISM. 

• Marcam  has  licensed  more  than  5,500 
PRISM  modules  for  use  at  more  than  1,100 
sites  worldwide. 

Enabler  modules  supporting  PRISM  include 
the  following: 

• The  Foundation  module  provides  common 
functions  or  “enablers”  used  by  the  other 
PRISM  applications,  including  ease-of-use 
features  (such  as  user-defined  menus  and 
error  messages)  and  a training  database. 

• The  Enterprise  Manager  module,  a key 
component  of  Marcam’s  announced  Open 
Enterprise  Architecture,  enables  users  to 
share  information  across  environments  and 
applications  through  its  business  enterprise. 

In  February  1996,  Marcam  announced  Visual 
Workplace  for  PRISM  and  Maintenance 
Management,  a full  Microsoft  Windows 
graphical  user  interface  providing  desktop 
integration  with  other  PC-based  applications. 

Protean 

The  Protean  product  line  provides  object- 
oriented,  mission-critical  applications  for  the 
ERP  market  in  an  open  systems,  client/server 
environment. 

• Protean  products  are  being  designed  to 
provide  a complete  ERP  solution  with 
enterprise-level  capabilities  to  manage 
logistics,  production,  procurement,  financial, 
and  maintenance  requirements. 

• Created  in  an  object-oriented  architecture, 
Protean  applications  are  designed  to  meet 
current  business  needs  while  providing  the 
ability  to  adapt  enterprise  applications  to  fit, 
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new  and  evolving  requirements  without 
rewriting  software  code. 

• Protean  products  operate  on  a range  of  open 
platforms,  including  Windows  95,  Windows 
NT,  IBM  RS/6000,  HP  9000,  and  the  Digital 
Alpha  family  of  servers. 

In  November  1996,  Marcam  announced  plans 
to  deliver  a tight  integration  of  Protean  with 
the  financial  applications  of  SAP’s  R/3 
accounting-based  ERP  package. 

Test  Drive™,  also  announced  in  November 
1996,  is  a program  that  allows  potential 


Protean  buyers  to  implement  and  test 
drive/evaluate  a real,  working  Protean 
implementation  in  the  workplace  or  via  the 
World  Wide  Web. 

Marcam  has  a series  of  agreements  with  NEC 
Corporation  related  to  the  development  and 
distribution  of  Protean  products. 

Marcam’s  process  applications  are 
summarized  in  the  exhibit. 


Exhibit  A 

Marcam  Process  Applications 


Applications/Modules 

Inventory  and  Production 

Costing  & Financials 

Procurement 

Inventory  Management  and  Control 

Resource  Accounting 

Requisition  Management 

Resource  Management 

Resource  Costing 

Quotation  Management 

Process  Definition 

Activity  Costing 

Purchase  Order 

Formula  Management  and 

Financial  Support 

Management 

Regulatory  Compliance 

General  Ledger 

Approval 

Schedule  Activity  and  Management 

Accounts  Receivable 

Contract  Management 

Quality  Management 

Accounts  Payable 

Maintenance  Management 

Planning 

Order  Management 

Entity  Management 

Plant  Planning 

Customer  Order  Management 

Work  Management 

Quick  Scheduler 

Transfer  Order  Management 

Preventive  Maintenance 

Forecast  Consumption 

SalesTracker 

MRO  Inventory  Control 

Warehouse  Management 

Project  Accounting 
Imaging 
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Key  Products — Discrete  Companies 

MAPICSXA 

MAPICS  XA,  Marcam’s  ERP  solution  for 
discrete  manufacturers,  operates  on  the  IBM 
AS/400.  The  product  was  originally 
introduced  by  IBM  in  1978.  MAPICS  XA 
currently  includes  more  than  45  software 
modules,  an  increase  from  19  modules  when 
the  product  was  acquired  by  Marcam. 


MAPICS  XA  features  the  following  modules 
that  provide  the  framework  for  systemwide 
MAPICS  XA  integration,  support,  information 
and  analysis:  Cross  Application  Support, 
Executive  Information  System,  PowerVision, 
Manufacturing  Performance  Analysis,  and 
Visual  Workplace  (the  graphical  user 
interface). 

MAPICS  XA  application  modules  are  listed  in 
the  exhibit  below. 


Exhibit  B 

Marcam  MAPICS  XA  Applications 


Applications/Modules 


Demand  Management 
Customer  Order  Management 
Market  Monitoring  and  Analysis 
Knowledge-Based  Configurator 
Engineering  Management 
Product  Data  Management 
PDMPIus 

Estimating  and  Quote 
Management 

Engineering  Data  Management 
Interface 

Resource  Planning 
Forecasting 

Master  Production  Schedule 
Planning 

Material  Requirements  Planning 
Capacity  Requirements  Planning 


Finite  Capacity  Planning  and 
Scheduling 

Operations  Management 

Inventory  Management 

Production  Control  and  Costing 

Repetitive  Production 
Management 

Production  Monitoring  & Control 
Purchasing 

Financial  Management 

International  Financial 
Management 

General  Ledger 

Financial  Analysis 

Accounts  Payable 

Accounts  Receivable 

Payroll 

Contract  Accounting 


Maintenance  Management 
Entity  Management 
Work  Management 
Preventive  Maintenance 
MRO  Inventory  Control 
Project  Accounting 
Imaging 

Business  Management 

Visual  Workplace 

Power  Vision 

Executive  Information 
System 

Electronic  Commerce 

Manufacturing  Performance 
Analysis 

Cross  Application  Support 
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New  MAPICS  XA  products  include: 

• Electronic  Commerce  (EC)  supports  ANSI 
X.12  and  EDIFACT  standards.  It  manages 
the  trading  partner  relationship  definition, 
supports  processing  of  business  transactions, 
and  provides  a set  of  interfaces  with 
MAPICS  and  external  systems,  including 
EDI,  fax,  and  e-mail. 

- Marcam  has  formed  partnerships  with 
vendors  of  interfacing  applications  such  as 
EDI/400  from  Premenos  and 
Telex/FAX/400  from  cma*ett,worth. 

- Electronic  translator  maps  for  many  of  the 
largest  EDI  hub  vendors  (Kmart, 

WalMart,  JC  Penney,  etc.)  may  also  be 
licensed  through  Marcam  as  part  of  this 
offering. 

• Info  Workplace  strengthens  the  analytical 
and  reporting  capabilities  of  MAPICS.  It 
allows  users  to  access  the  MAPICS  database 
to  obtain  information  needed  to  monitor 
business  trends  and  make  business 
decisions. 

Avantis  Products 

Marcam’s  Avantis  Business  Group  provides 
asset  management  software  to  capital 
intensive  companies.  Products  include  the 
following: 

• Avantis. Pro  is  a client/server  offering  that 
employs  Marcam’s  Protean  object-oriented 
technology  and  allows  customers  to  change 
their  maintenance  management  and 
procurement  applications  as  needed,  rapidly 
and  without  revising  code.  It.  operates  on 
Microsoft’s  BackOffice,  Intel-based  PCs, 
Digital  AlphaServer  Systems,  Hewlett- 
Packard’s  HP  9000,  and  IBM  RS/6000 
systems  and  supports  databases  from 
Oracle,  Microsoft’s  SQL  Server,  and  Sybase. 


• Avantis. XA  is  an  AS/400-based  asset 
management  solution  with  more  than  800 
installations  in  36  countries  worldwide.  It 
offers  solutions  for  maintenance 
management,  repair  and  overhaul 
inventory,  procurement,  accounts  payable, 
project  accounting,  imaging,  and  executive 
information  systems. 

Avantis  applications  include  Entity 
Management,  Work  Management,  Preventive 
Maintenance,  MRO  Inventory,  Procurement, 
Project  Accounting,  Imaging,  Approval,  EDI 
Link,  and  Executive  Information  System. 

Support  Services 

Marcam  provides  product  support  services  for 
its  products  that  consist  primarily  of  technical 
assistance  under  annual  agreements. 

Marcam  also  offers  its  software  customers 
implementation  consulting,  education,  and 
applications  integration  services,  usually  on  a 
project  consulting  basis. 

• Marcam’s  implementation  consulting 
personnel  provide  on-site  consulting  to  assist 
customers  in  the  installation  and  use  of 
Marcam  products. 

• Educational  materials  and  instruction  are 
provided  in  a classroom  environment  and  at 
customer  sites. 

• Systems  and  applications  integration 
services  personnel  provide  custom  services, 
generally  involving  the  connection  of 
Marcam  modules  with  other  applications 
used  by  the  customer  or  the  development  of 
new  applications  that  complement  Marcam’s 
products. 

In  May  1996,  Marcam  announced  In. Site,  an 
electronic  support  service  on  the  Internet’s 
World  Wide  Web.  Marcam’s  PRISM 
customers  can  access  Marcam  customer 
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support  information  24  hours  per  day,  seven 
days  a week.  The  service  links  Internet 
technology  with  Marcam’s  AS/400  customer 
tracking  system. 

Clients 

A representative  customer  list  by  product  line 
follows: 

• Process — Armstrong  World  Industries, 
Bausch  and  Lomb,  B.F.  Goodrich,  Ciba 
Geigy,  Coca-Cola  USA,  Engelhard 
Corporation,  The  Gillette  Company,  The 
J.R.  Simplot  Company,  New  Zealand  Dairy 
Foods  Ltd.,  Novo  Nordisk,  Rhone-Poulenc, 
Rohm  and  Haas  Company,  South  African 
Breweries,  Sun  Chemical  Group  B.V., 
Tambrands,  Warner-Lambert  Company,  and 
Wyeth-Ayerst  International 

• M.APICS — -Allied  Signal,  B.F.  Goodrich, 
Bayer  Group,  General  Electric,  Dynatech 
Communications,  IBM  Corporation, 
Mitsubishi  Caterpillar  Forklift  America, 
Sanyo  Audio  Manufacturing,  Toshiba 
American  Consumer  Products,  Volvo 
Construction  Equipment  Corporation, 
Westinghouse  Electric  Corporation,  and 
York  International 

• Avantis — Arco  Chemical,  Avenor,  BHP 
Copper  Co.,  Borden  Inc.,  The  Gillette  Co., 
Goodyear  Tire  & Rubber  Co.,  Harley- 
Davidson  Inc.,  Heineken  Nederland  B.V., 
IMC-Agrico  Co.,  Iron  Ore  Co.  of  Canada, 
Molson  Breweries,  Repap  Enterprises, 
Rockwool-Isolation,  Rohm  and  Haas  Co., 
South  African  Breweries,  Tambrands,  and 
Wyeth-Ayerst  International 

Marketing  and  Sales 

Marcam  markets  through  its  21  direct  sales 
and  support  offices  and  more  than  150 
affiliates  throughout  North  America,  Europe, 
Africa,  the  Middle  East,  the  Asia/Pacific 


region,  and  Latin  America  and  is  represented 
in  more  than  45  countries. 

Marcam’s  marketing  and  sales  organization 
allows  the  company  to  offer  a coordinated, 
standard  worldwide  approach  to  multisite, 
multinational  companies,  while  providing  for 
local  support  of  individual  sites. 

• Regional  offices  coordinate  relations  with 
large  customer  headquarters  and  manage 
Marcam’s  local  offices  and  local  country 
operations,  which  in  turn  market  to 
medium-sized  companies  and  to  individual 
locations  of  larger  companies. 

• Most  offices  provide  sales,  consulting,  and 
implementation  assistance. 

Alliances 

Marcam  has  various  agreements  with  IBM  as 
follows: 

• Marcam  is  an  Authorized  Industry 
Applications  Specialist  and  a Premier 
Business  Partner.  As  a Premier  Business 
Partner,  Marcam  provides  software 
assistance  to  process  companies  using  IBM 
midrange  computers. 

• IBM  also  markets  some  Marcam  products  in 
certain  areas,  including  Europe,  Latin 
America,  and  Asia  Pacific. 

In  April  1995,  Marcam  and  NEC  announced  a 
working  relationship  that  has  focused 
additional  resources  on  Protean  product 
development,  accelerated  delivery  of  Protean 
products,  and  expanded  the  use  of  Protean 
products  worldwide.  The  companies  continue 
to  expand  their  relationship  through  various 
agreements. 

• Marcam  and  NEC  have  a distribution 
agreement  under  which  NEC  has  the  right 
to  distribute  Marcam’s  Protean  products 
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generally  to  customers  in  Japan  and  to 
Japanese  companies  located  outside  Japan. 
NEC  has  the  right,  to  use  Protean  to  build 
software  for  its  nonmanufacturing  markets 
and  uses  Protean  in  its  systems  integration 
and  services  businesses.  As  a result  of  this 
partnership,  Marcam  is  increasing  the  size 
of  its  organization  in  Japan. 

• Marcam  and  NEC  also  have  a technology 
transfer  agreement  under  which  NEC  has 
the  right  to  use  certain  Protean  technology 
within  NEC  in  exchange  for  committing 
significant  financial  resources  to  continued 
investment  in  Protean  technology. 

• Marcam  and  NEC  have  formed  Obtech  LLC, 
a company  that  offers  object  integration  and 
services  in  North  America.  Marcam  has 
provided  Protean  products  and  object 
technology  expertise,  skills,  and  training; 
NEC  has  committed  certain  financial 
resources. 

In  October  1996,  Marcam,  MCI  Systemhouse, 
Microsoft,  and  Digital  Equipment  Corporation 
announced  an  agreement  to  provide  a 
complete  enterprise-wide,  prepartnered 
solution  for  the  process  manufacturing 
industry. 

• The  offering  combines  leading  products  and 
services  from  these  companies,  including 
both  MCI  Telecommunications  and  MCI 
Systemhouse,  to  provide  single-point, 
responsibility  through  MCI  Systemhouse  for 
business  applications,  technology 
infrastructure,  communications,  services, 
and  support. 

• In  November  1996,  Marcam  and  MCI 
Systemhouse  expanded  their  alliance  to 
share  technology  to  integrate  Protean  with  a 
range  of  applications  from  other  vendors, 
including  SAP. 


In  January  1994,  Marcam  announced  joint 
development  and  marketing  alliances  with 
Hewlett-Packard,  Oracle,  Microsoft,  and 
Informix  and  expanded  alliances  with  IBM 
and  Progress  Software  as  part  of  its  ongoing 
strategy  to  meet  customers’  multiplatform 
requirements.  In  July  1996,  Marcam 
announced  a marketing  alliance  with  Sybase. 

Marcam  has  also  expanded  its  product 
offerings  by  entering  into  various 
relationships  with  software  vendors  offering 
complementary  software  applications.  Such 
vendors  include  G.T.R.  Data,  Inc.,  Informix 
Software,  Oracle  Corporation,  Interactive 
Business  Information  Systems,  and  Sysnet 
Computer  Systems,  Inc. 

Marcam  also  has  marketing  agreements  with 
Silvon  Software  (customer  service  and  sales 
analysis  products),  American  Custom 
Software  (PRIME  software  product,  marketed 
as  the  PRISM  Quick  Response  module),  and 
Advanced  Software  Design  (PRISM 
Regulatory  Compliance  and  Formula 
Management  modules). 

Competitors 

Major  competitors  include  System  Software 
Associates,  Datalogix,  and  SAP. 
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INPUT  Assessment 

Marcam’s  strengths  include: 

• A high  level  of  recurring  revenue  associated 
with  its  various  support  services 

• A strong  marketing  relationship  with  IBM 

• Offering  products  for  both  the  discrete  and 
process  manufacturing  industries 

• Offering  a highly  customizable  product  for 
the  process  manufacturing  environment 
(PRISM).  Applications  for  the  process 
market  often  require  customization  to  meet 
the  specific  requirements  of  each 


manufacturer,  a task  that  traditionally  was 
handled  by  in-house  staff.  With  PRISM’s 
capabilities,  Marcam  is  strategically 
positioned  in  a market  that  has  low 
penetration  (15%  to  20%). 

Marcam’s  challenges  include: 

• Increased  competition  in  the  process 
manufacturing  software  market 

• Overcoming  increased  competition  in 
Europe,  and  the  soft  European  market 
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Vice  President  & 
General  Manager: 
Status:  Or 


Washington,  D.C.  20024 
Phone:  (202)646-2345 
Fax:  202)  646-4870 


400  Virginia  Street,  S.W. 
Suite  350 


lager:  Gary  Mann 

Operating  Unit  of  Martin 
Marietta  Information  Group 


Total  Employees: 
Total  Revenue: 
Fiscal  Year  End: 


2,800 
$400  million* 
12/31/92 


* Restated 


Key  Points 


Martin  Marietta  Information  Systems  (Information  Systems) 
recently  became  an  operating  unit  within  Martin  Marietta's  newly 
created  Information  Group.  This  group,  formed  in  April  1993, 
combines  the  information  services-related  activities  of  Martin 
Marietta  and  GE  Aerospace,  which  was  merged  into  Martin 
Marietta  earlier  this  year. 

Information  Systems'  external  business  activities  are  currently 
structured  around  two  major  programs-the  Department  of  Housing 
and  Urban  Development's  HUD  Information  Processing  Service  and 
the  Ballistic  Missile  Defense  Organization  (BMDO)/U.S. 
SpaceCom's  National  Test  Facility-and  four  key  market  areas- 
Government  Systems,  Commercial  Computer  Products/Services, 
Simulation  Systems,  and  Image  Generator  Products. 

In  April  1992,  Postal  Systems,  an  Information  Systems  unit  that 
provides  products  and  services  to  the  United  States  Postal  Service, 
was  separated  from  Information  Systems  to  form  its  own  company. 
Postal  Systems  now  reports  to  Martin  Marietta  Electronics  and 
Missiles  Group. 
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Company 

Description 


Financials 


Martin  Marietta  Information  Systems  provides  products  and  services  in 
the  areas  of  computer-based  information  management  for  civilian, 
military,  and  commercial  clients. 

Applications  supported  include  integration  of  information  management 
systems,  advanced  simulation  capabilities,  training  systems,  image 
generators,  and  data  processing  services. 

Information  Systems  is  now  an  operating  unit  of  Martin  Marietta 
Information  Group,  which  was  formed  in  April  1993  subsequent  to  the 
merger  of  Martin  Marietta  and  GE  Aerospace.  Information  Group, 
with  approximately  10,600  employees  and  annual  revenue  of  about  $1.9 
billion,  currently  conducts  its  operations  through  the  following  units: 

• Information  Systems  (Washington,  D.C.)  previously  operated  as  part 
of  Martin  Marietta's  Electronics,  Information  & Missiles  Group. 

• Management  & Data  Systems  (Valley  Forge,  PA),  a former  GE 
Aerospace  unit,  conducts  systems  integration,  systems  engineering, 
and  software  development  services  primarily  for  command,  control, 
communications,  and  intelligence  programs  for  the  military  and 
government  agencies. 

• Automation  Systems  (Daytona  Beach,  FL),  also  a former  GE 
Aerospace  unit,  produces  automated  test  systems  for  military 
electronics,  logistics  systems,  and  vehicle  control  electronics. 

■ Strategic  Systems  (Blue  Bell,  PA),  also  a former  GE  Aerospace  unit, 
is  the  system  engineering  and  integration  contractor  for  the  nation's 
advanced  strategic  defenses. 

• Internal  Information  Systems  (Orlando,  FL)  is  Martin  Marietta's 
principal  management  information  systems  supplier,  providing 
applications  systems,  computer  resources,  and  communications 
systems  to  the  Corporation  and  its  operating  companies. 


Information  Systems'  total  1992  revenue  was  approximately  $400 
million.  This  is  a restated  value  based  on  portions  of  the  old  GE 
Aerospace  organization  joining  Information  Systems  and  the  internal 
accounts  processing  provided  to  other  Martin  Marietta  organizations 
now  reporting  to  the  Information  Group  instead  of  Information 
Systems. 
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Market  Financials 


Geographic 

Markets 


Key  Products  and 
Services 


Approximately  95%  to  98%  of  Martin  Marietta  Information  Systems' 
1992  restated  revenue  was  derived  from  the  federal  government.  The 
remainder  was  derived  from  commercial  clients. 

For  1993,  it  is  estimated  that  approximately  18%  of  revenue  will  come 
from  Government  Systems,  10%  from  Commercial  Computer 
Products/Services,  57%  from  Simulation  Systems,  and  15%  from  Image 
Generator  Products. 


Approximately  88%  of  Information  Systems'  revenue  is  derived  from 
the  U.S.  and  the  remainder  from  international  sources. 

International  revenue  comes  from  simulators  for  flight  systems  and 
image  generators. 

U.S.  offices  are  located  in  Washington,  D.C.,  Orlando  (FL),  Denver 
and  Colorado  Springs  (CO),  Lanham  and  Bethesda  (MD),  Dayton 
(OH),  and  Albuquerque  (NM). 


The  majority  of  Information  Systems'  revenue  is  derived  from  large 
systems  integration  projects.  The  company  also  provides  systems 
operations  and  professional  services. 

Government  Systems: 

Government  Systems  (formerly  Civil  Information  Systems)  was  formed 
to  build  on  Information  Systems  proven  track  record  within  the  non- 
DoD  market  to  focus  primarily  on  federal  civil  agencies.  The  principal 
areas  of  focus  include  law  enforcement  and  information  systems 
modernization  programs  whose  purpose  is  improving  the  government's 
service  to  the  citizens. 

In  November  1990,  the  U.S.  Department  of  Housing  and  Urban 
Development  (HUD)  selected  Information  Systems  as  principal 
contractor  for  the  upgrade,  consolidation,  and  support  of  HUD's 
nationwide  information  systems  capabilities  under  a 12-year,  $526 
million  contract. 

• Under  the  contract  in  HUD's  Integrated  Information  Processing 
Service  (HUPS)  program,  Information  Systems  is  establishing  a 
single,  integrated  operating  network  from  existing  data  systems 
serving  HUD's  headquarters  in  Washington,  D.C.  and  81  regional 
and  field  offices. 
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• Martin  Marietta's  data  center  in  Lanham  (MD)  handles  most  of  the 
program's  data  processing  workload  during  the  developmental  phase 
and  in  subsequent  support  of  the  unified  system,  serving  as  the 
computer  and  telecommunications  network  command  center  for 
HUD. 

• In  the  third  year  of  this  contract  with  HUD,  the  new  integrated 
computer  network  is  helping  the  agency  process  more  than  350,000 
transactions  daily  and  will  save  HUD  some  $100  million  over  the 
operational  phase  of  the  contract. 

The  Computer  Services  Organization  (CSO),  headquartered  in 

Lanham  (MD),  provides  a range  of  outsourcing  services  to  U.S.  federal 

government  agencies. 

• Clients  include  the  Departments  of  Housing  and  Urban 
Development,  Justice,  Agriculture,  Health  and  Human  Services,  and 
Treasury. 

• For  the  Department  of  Agriculture,  the  company  provides 
processing  services  for  the  Computerized  Information  Delivery 
Service,  which  electronically  compiles  and  distributes  crop  statistics 
and  other  information  for  more  than  200  federal  and  state  agencies, 
universities,  and  commercial  subscribers  nationwide. 

■ Under  a long-term  contract  with  Utah's  Department  of  Employment 
Security,  the  company  is  supporting  management  of  Internet-a  U.S. 
Department  of  Labor  nationwide  information  base  for  processing 
unemployment  insurance  claims. 

■ Information  Systems  is  also  providing  data  processing  support  for 
the  Justice  Department's  Immigration  and  Naturalization  Service 
relating  to  verification  of  eligibility  of  aliens  for  health  and  welfare 
benefits. 

• During  1992,  Information  Systems  was  awarded  an  extension  to  a 
U.S.  Treasury  Department  contract  under  which  Information 
Systems  provides  processing  services  for  retention,  retrieval,  and 
analysis  of  federal  financial  reports  for  the  department's  Financial 
Management  Service,  the  Office  of  Management  and  Budget,  and 
other  government  agencies. 

• Information  Systems  was  recently  awarded  contracts  by  INFONET 
to  provide  processing  services  to  the  General  Services 
Administrations  in  support  of  their  NEARS  system;  and  to  the  U.S. 
Army  to  support  the  requirements  of  the  KEYSTONE  system. 
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• PRICE  estimating  tools  (formerly  GE  Aerospace  products)  are 
supported  by  CSO. 

• CSO  clients  are  supported  from  Information  Systems'  data  centers  in 
Lanham  (MD)  and  Orlando  (FL). 

Commercial  Computer  Products/Services: 

CSO  also  provides  outsourcing  services  to  a number  of  commercial 
clients.  In  1992  and  1993,  CSO  expanded  its  commercial  business  by 
signing  contracts  with  companies  whose  principal  business  is  in  the  area 
of  food  distribution.  These  include  J.P.  Foodservice;  PY A/Monarch,  a 
division  of  Sara  Lee  Corporation;  and  ProSource  Distribution  Services, 
a former  division  of  the  Burger  King  Corporation. 

CSO  provides  open  systems,  client/server  architecture  consulting,  and 
Apple  VITAL  training. 

Simulation  Systems: 

Since  1985,  Information  Systems  has  been  engaged  in  the  design, 
development,  and  operation  of  the  National  Test  Facility  (NTF), 
located  at  Falcon  Air  Force  Base  (CO). 

• The  NTF  is  a nationwide  state-of-the-art  computer  simulation 
system  for  the  test  and  evaluations  of  strategic  defense  concepts, 
architectures,  battle  management,  and  technology  applications. 

• Under  a multiyear  contract,  Information  Systems  provides 
operational  and  development  support  for  the  computer-based  test 
and  evaluation  network  linking  laboratories  and  research  facilities 
throughout  the  country. 

Leveraging  its  experience  with  the  National  Test  Facility  and  other 
business  elements,  Information  Systems  is  addressing  DoD  market 
niches  requiring  information  technology  to  solve  complex  processing 
requirements. 

• Simulation  and  training  systems  are  used  primarily  for  mission 
rehearsal  and  training  for  pilots,  radar  operators,  and  ship  and  tank 
crews.  The  systems,  based  on  GE-developed  Compu-Scene 
computer-simulation  technology,  include  data  base  generation 
systems  and  integrated  display  systems. 

• In  a simulation  program  for  the  Air  Force,  Information  Systems  is 
responsible  for  operating  and  maintaining  the  Theatre  Air 
Command  and  Control  Simulation  Facility  at  Kirtland  Air  Force 
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Base,  New  Mexico.  Simulated  combat  exercises  there  test  U.S.  and 
allied  battle  management  strategies  for  defense  against  air  attack. 

• Under  an  agreement  signed  with  Sega  Corporation  in  1992, 
Simulation  Systems'  image-processing  technology  will  be  used  by 
Sega  Corporation  in  its  popular  video  and  arcade  games. 

Image  Generators: 

As  part  of  the  training  simulation  market,  Information  Systems 
produces  a family  of  image  generators,  ranging  from  state-of-the-art, 
top-of-the-line  Compu-Scene  VI  to  the  low-cost  SE1000  system  tailored 
for  high  volume  applications.  These  generators  provide  users  with 
highly  realistic  synthetic  graphic  environments  for  training,  mission, 
rehearsal,  and  simulations. 

Marketing 
and  Sales 

Information  Systems  markets  its  services  through  a direct  sales  force, 
through  competitive  bidding,  and  through  recommendations  of  satisfied 
customers. 

Alliances 

Information  Systems  has  various  alliances  with  hardware  and  software 
vendors  as  follows: 

• Apple  Corporation  (VITAL  training) 

• Sega  Corporation 

Competitors 

Major  competitors  include  Computer  Sciences  Corporation,  PRC, 
SAIC,  TRW,  IBM,  Grumman  Data  Systems,  EDS,  and  Harris. 
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MATRIXX  MARKETING  inc. 

a Cincinnati  Bell  company 


201  East  Fourth  Street  153  Avenue  d’ltalie 

Cincinnati,  OH  45202  75013  Paris,  France 

Phone:  (513)397-6622  Phone:  011-331-53-606060 

Fax:  (513)723-9030  Fax:  011-331-53-605360 

Internet:  http://www.matrixx.com 


President  & CEO:  David  F.  Dougherty 

Status:  Subsidiary 

Parent:  Cincinnati  Bell  Inc. 

Employees:  15,000  (6/97) 

Revenue:  $367,100,000 

Fiscal  Year  End:  12/31/96 


Key  Points 

• MATRIXX  Marketing  Inc.  is  a leading 
single-source  provider  of  outsourced 
customer  management  solutions. 

• In  July  1997,  MATRIXX  began  handling 
customer  service  calls  for  DIRECTV  from  its 
newly  opened  call  center  facility  in  Moore, 
Oklahoma. 


• In  December  1996,  with  the  release  of  e-mail 
management,  MATRIXX  introduced 
CybeResponse™,  a package  of  outsourced 
customer  service  solutions  for  electronic 
communications  via  the  Internet. 

• In  November  1996,  MATRIXX  announced  an 
agreement  to  acquire  Software  Support,  Inc. 
(SSI),  a provider  of  outsourced  technical 
support. 

• In  August  1996,  MATRIXX  acquired 
Scherers  Communications,  Inc.,  a supplier 
of  interactive  voice  response  (IVR). 
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Company  Description 

MATRIXX,  founded  in  1988,  is  a single-source 
provider  of  dedicated  customer  service  and 
sales  coverage  programs  to  major  corporations 
in  the  communications,  technology,  financial, 
consumer  products,  and  direct  response 
industries.  The  company  complements  these 
programs  with  inbound  and  outbound 
campaign  capabilities,  market  research, 
fulfillment  services,  database  expertise,  and 
interactive  technology. 

MATRIXX  is  a wholly  owned  subsidiary  of 
Cincinnati  Bell  Inc.,  a supplier  of 
telecommunications  systems,  marketing,  and 
billing  services  to  customers  in  the  U.S.  and 
internationally. 

During  1996,  MATRIXX  contributed  22%  of 
Cincinnati  Bell’s  revenue,  and  16%  of  its 
operating  income,  excluding  special  items. 

Organization  and  Structure 

Headquartered  in  Cincinnati  (OH),  MATRIXX 
has  23  call  centers  located  throughout  the 
U.S.  and  Europe. 

The  company  has  21  call  centers  domestically, 
located  in  Appleton  (WI);  Cedar  City,  Logan, 
Ogden  (two  centers),  Orem  and  Salt  Lake  City 
(four  centers)(UT);  Cincinnati  and  Norwood 
(OH);  Colorado  Springs  and  Pueblo  (CO); 
Heathrow  and  Maitland  (FL);  Houston  (TX); 
Moore  (OK);  Omaha  and  Lincoln  (NE);  and 
Tucson  (AZ). 

MATRIXX  has  international  subsidiaries, 
with  call  centers,  located  in  Paris  (France) 
and  Newcastle-Upon-Tyne  (U.K.). 

Key  MATRIXX  executives  are  summarized  in 
Exhibit  1. 


Exhibit  1 


MATRIXX  Marketing  Inc. 
Key  Executives 


Name 

Title 

David  F.  Dougherty 

President  and  CEO 

Ronald  E.  Schultz 

Sr.  VP  and  COO 

Jeffery  P.  Poland 

Sr.  VP,  Finance  and 
Accounting 

Tom  L.  Kirkpatrick 

VP,  Market  Development 

Ted  J.  Cwiok 

VP,  Corporate  Technology 

Peter  D.  Lytle 

VP,  Operations 

Michael  W.  Callaghan 

VP,  Corporate  Development 
and  Special  Projects 

Karen  R.  Bowman 

VP,  General  Counsel 

Robert  T.  Ashcroft 

General  Manager,  Europe 

Elizabeth  M.  Stites 

Dir.  Corporate  Marketing 

MATRIXX  is  comprised  of  eight  divisions  as 
follows: 

• Inbound  Division 

• Outbound  Division 

• Direct  Broadcast  Satellite  Division 

• Business  Division 

• Research  Division 

• Custom  Services  Division 

• Software  Support  Division 

• Interactive  Services  Division 

Company  Strategy 

MATRIXX’s  mission  is  “to  deliver  superior 
value  to  our  clients  through  high-quality 
contact  with  their  customers,  building  long- 
term loyalty,  and  high  levels  of  customer 
satisfaction.” 
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The  company’s  stated  objective  is  “to  help 
companies  make  better,  more  profitable 
connections  with  their  customers  by  providing 
outsourced  customer  management  solutions.” 

With  these  goals  and  objectives  in  mind, 
MATRIXX  has  positioned  itself  as  the  top 
quality  provider  of  service  in  its  market. 

Financials 

MATRIXX’s  1996  revenue  reached 
approximately  $367.1  million,  an  increase  of 
35%  over  revenue  of  $271.1  million  in  1995. 

A four-year  revenue  summary  is  shown  in 
Exhibit  2. 

• The  company  reported  an  operating  income 
of  $43.7  million  in  1996,  compared  to  an 

Exhibit  2 


MATRIXX  is  expected  to  be  one  of  two 
subsidiaries  contributing  to  the  majority  of 
Cincinnati  Bell’s  revenue  in  1997.  This 
growth  is  expected  to  result  from  an  increase 
in  new  customers  as  more  companies  begin  to 
outsource  customer  management  for  cost 
efficiencies. 


operating  loss  of  $7.3  million  in  1995. 
Excluding  special  charges,  operating  income 
rose  to  $45.7  million  in  1996,  a 42%  increase 
over  the  previous  year. 

• Special  charges  included  $2.0  million  of  in- 
process  research  and  development  costs  that 
were  expensed  in  connection  with 
acquisitions  in  1996. 

• Revenue  growth  was  primarily  attributed  to 
revenue  from  DIRECTV  and  MATRIXX’s 
telecommunications  and  technology  clients. 

• MATRIXX  attributed  approximately  $6 
million  in  revenue  to  acquisitions  during 
1996. 


Interim  Results 

Revenue  for  the  six  months  ending  June  30, 
1997,  was  $226.4  million,  compared  to 
revenue  of  $157.4  during  the  same  period  in 
1996. 


MATRIXX  Marketing  Inc. 
Four-Year  Revenue  Summary 
(S  Millions) 


Fiscal  Year 

Item 

1996 

1995 

1994 

1993 

Revenue 

$367.1 

$271.1 

$226.1 

$108.2 

• Percent  change  from 
previous  year 

35% 

20% 

109% 

N/A 

Operating  income  (loss) 

$43.7 

$(7.3) 

$22.6 

$2.0 

• Percent  change  from 
previous  year 

699% 

(a) 

(113%) 

★ 

N/A 

Source:  MATRIXX  Marketing  Inc. 


(a) Includes  special  charges  related  to  MATRIXX’s  French  subsidiary. 
* Change  is  greater  than  1,000  percent. 
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• Dedicated  services  for  the  six  month  period 
rose  $62.9  million  over  the  same  period  the 
previous. 

• Technology  and  telecommunications 
industry  revenue  for  the  period  grew  $2.9 
million  year-to-year. 

• International  revenue  for  the  period 
increased  $1.4  million  over  the  previous 
year. 

Market  Financials 

MATRIXX  provides  services  primarily  to 
major  corporations  in  the  communications, 
consumer  products,  technology,  financial,  and 
800-number  direct  response  industries. 

Acquisitions 

In  November  1996,  MATRIXX  announced  an 
agreement  to  acquire  Heathrow  (FL)-based 
Software  Support,  Inc.  (SSI),  a provider  of 
technical  assistance  over  the  telephone  to 
users  of  computer  hardware  and  software. 

The  terms  of  the  agreement  were  not 
disclosed. 

• SSI  provides  Advanced  Technical  Support 
(ATS)  services  for  networks  as  well  as 
supporting  routers,  bridges,  integrated 
hubs,  and  switches. 

• SSI  had  revenue  of  $20  million  for  the  12 
months  ended  September  30,  1996. 

• SSI  had  approximately  500  employees  at 
facilities  in  Heathrow  (FL),  Houston  (TX), 
and  Salt  Lake  City  (UT). 

• This  acquisition  is  intended  to  allow 
MATRIXX  to  quickly  expand  customer 
service  offerings  in  the  technical  helpdesk 
market. 


In  August  1996,  MATRIXX  acquired  Scherers 
Communications,  Inc.,  a Columbus  (OH)- 
based  IVR  (interactive  voice  response)  and 
Internet  service  agency. 

• In  addition  to  IVR  and  Internet  solutions 
development,  Scherers  offers  voice 
messaging,  teleconferencing  services,  and 
crisis  communication  services. 

• Scherers  had  approximately  50  employees 
and  a client  base  consisting  of  Fortune  500 
companies. 

• With  this  acquisition,  MATRIXX  secured  a 
technology  platform  key  to  integrating  IVR 
with  MATRIXX’s  existing  live  agent  call 
offering,  enhancing  MATRIXX’s  existing 
customer  service  and  sales  coverage. 

• Scherers’  on-line  expertise  also  contributes 
to  the  development  of  MATRIXX’s  Internet- 
based  services. 

Employees 

As  of  June  1997,  MATRIXX  had 
approximately  15,000  employees,  compared  to 
12,000  one  year  prior. 

Key  Products  and  Services 

Through  MATRIXX’s  21  domestic  centers,  the 
company  operates  7,000  computer-integrated 
workstations  24  hours  a day,  365  days  a year, 
and  handles  as  many  as  200  million  calls 
annually  throughout  the  U.S. 

MATRIXX  hires  its  own  agents  and  provides 
them  with  up  to  four  weeks  of  customized 
training  to  learn  about  the  needs  of  its 
customers. 

The  company  uses  advanced  telephony  and 
computer  systems  designed  to  interface  with 
its  clients’  systems  and  databases. 
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MATRIXX’s  integrated  package  of  services 
offered  includes: 

• Custom  Services — MATRIXX  designs  and 
manages  customized  client  programs  for 
many  Fortune  500  companies. 

- Call  center  management 

- CSR  training 

- Quality  monitoring  and  reporting 

- Integration  of  multiple  systems 

- Direct  mail/fulfillment  capability 

- Standard  and  custom  reporting 

- Bilingual  capabilities 

• Business-to-Business  Services — MATRIXX’s 
business-to-business  sales  and  service 
programs  provide  outbound  sales  coverage 
to  support  the  client’s  sales  and  marketing 
efforts.  MATRIXX  sales  and  customer 
service  personnel  act  as  the  sales  and/or 
marketing  service  representative  for  the 
client.  Customized  sales  and  service 
programs  include: 

- Full  account  management  for  ongoing 
sales  coverage 

- Short-term  sales  campaigns 

- Lead-generation  programs 

- Database  management 

- Product  recall 

- Customer  service  support 

• International  Services — MATRIXX’s 
Western  European  operations  offer 
business-to-business  and  business-to- 
consumer  telephone,  including  toll-free 
services,  direct  response  services,  and 
facilities  management.  The  company 
provides: 


- Coverage  of  all  major  countries 

- Multilingual  capabilities 

- Integration  with  U.S.  systems 

- Inbound/outbound  sales  and  service 

- Full  account  management/business-to- 
business  sales 

- Dedicated  customer  service,  technical,  and 
sales  support 

- Research  services 

• Inbound  Services — MATRIXX  offers  shared 
and  semi-dedicated  live  operators  that 
provide  consumer-oriented  marketing 
services,  enabling  high-volume  capacity. 
Programs  include: 

- Direct  response  telephone  marketing 

- Lead  generation/qualification 

- Catalog  ordering 

- Dealer  referral  capabilities 

- Database  management  systems 

- Integrated  fulfillment  services 

- Bilingual  capabilities 

• Outbound  Services — MATRIXX  offers  a 
variety  of  programs,  including  financial, 
insurance,  and  telecommunications. 
Outbound  calls  are  placed  only  for  clients 
with  pre-established  relationships  with  the 
businesses  or  consumers  being  contacted. 
Services  offered  include: 

- Lead  generation/qualification 

- Sales  acquisition 

- Customer  retention 

- Upsells,  cross-sells,  and  customer  service 

- Insurance  licensed  CSRs  (if  applicable) 
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• Marketing  Research  Services — MATRIXX 
offers  marketing  research  and  consulting 
services  to  support  marketing  programs. 
Services  offered  include: 

- Qualitative  and  quantitative  research 

- Custom  designs  and  analyses 

- Computerized  telephone  surveys 

- Focus  group  facilities 

- New  product  development  research 

- Segmentation  studies 

- Customer  value  management  research 

• Software  Support  Services — MATRIXX 
offers  technical  product  support  services  for 
the  following: 

- Major  PC  hardware  companies 

- Software  publishers 

- Networking  companies 

• Interactive  Services — MATRIXX  offers 
Internet  capabilities  and  provides  IVR 
systems  that  may  be  custom-built  with 
multiple  menu  layers  and  lengthy  voice 
capture  options.  Services  to  respond  to 
consumer  inquiries  include: 

- Internet  e-mail  response,  dealer  referral, 
and  fulfillment  services 

- Screened  and  trained  “cyber  reps” 

- Integration  of  technology  and  services  for 
Internet  and  IVR  capabilities 

- Implementation  and  execution 

• CybeResponse™ — Introduced  in  December 
1996,  CybeResponse  is  a package  of 
outsourced  customer  service  solutions 
designed  to  help  companies  effectively 
manage  electronic  communications  with 


customers  via  the  Internet.  E-mail 
management  is  CybeResonse’s  first 
available  service. 

Clients 

MATRIXX  represents  more  than  600 
companies,  the  majority  of  which  come  from 
the  communications,  financial  services, 
consumer  products,  technology,  and  direct 
response  industries. 

Marketing  and  Sales 

MATRIXX  markets  its  services  through  its 
direct  sales  force. 

Competition 

MATRIXX’s  major  competition  comes  from  in- 
house  call  center  operations. 

The  company  also  faces  competition  from 
American  Transtech,  a division  of  AT&T,  and 
Maritz. 

Assessment 

MATRIXX  feels  that  its  strengths  include  its 
focus  on  target  industries,  stability  through  a 
secure  parent  company,  its  value-added 
services,  and  providing  a full  range  of 
customer  management  solutions. 


Parent  Company 

Cincinnati  Bell  Inc. 

201  East  Fourth  Street 
P.O.  Box  2301 
Cincinnati,  OH  45202 
Phone:  (513)  397-9900 
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May  & Speh,  Inc. 

Chairman: 

Albert  J.  Speh 

President  & CEO: 
1501  Opus  Place 

Lawrence  Speh 

May&Speh 

Downers  Grove,  IL 

60515-5713 

Phone: 

(708)  964-1501 

Fax: 

(708)  719-0447 

Status: 

Public 

- Credit  Card  Acquisition  System 

Employees: 

334  (4/96) 

- Proximity  Assignment  Selection  System 

Revenue: 

$61,641,000 

Fiscal  Year  End: 

9/30/95 

Company  Description 

t\/t  o n l ■ l j.  . 1 1 

Key  Points 

• May  & Speh  is  a direct  marketing  services 
and  processing/outsourcing  firm  originally 
established  in  1947. 

• In  March  1996,  May  & Speh  made  an  initial 
public  offering  of  approximately  6.7  million 
shares  of  its  common  stock. 

• Recent  applications  added  to  the  network 
include: 

- Credit  Card  Information  System 

- Retail  Credit  Information  System 

- Customer  Profile  Analysis 


information  management  services,  primarily 
to  clients  with  significant  direct  marketing 
requirements. 

• Direct  marketing  services  provided  by  May 
& Speh  include  database  creation,  data 
warehousing,  predictive  behavioral 
modeling,  list  processing,  and  data 
enhancement. 

• May  & Speh  also  provides  data  processing 
outsourcing  services. 

• May  & Speh’s  services  are  complementary 
and  allow  the  company  to  leverage  its 
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investment  in  its  data  center  as  well  as  its 
core  competencies  in  customized  software 
systems  development,  large  database 
management,  high-speed  data  processing, 
and  data  center  management. 

In  March  1996,  May  & Speh  made  an  initial 
public  offering  of  6.7  million  shares  of  common 
stock.  Of  the  shares  to  be  offered, 
approximately  3.35  million  are  being  sold  by 
May  & Speh  and  the  remainder  by  certain 
stockholders.  Estimated  net  proceeds  of  $33.5 
million  will  be  used  for  working  capital  and 
general  corporate  purposes. 

Organization  and  Structure 

May  & Speh’s  key  executives  are  summarized 
below: 


May  & Speh  Key  Executives 


Name 

Title 

Albert  J.  Speh 

Chairman 

Lawrence  Speh 

President  & CEO 

Terrance  C.  Cieslak 

Chief  Technology  Officer 

Michael  J.  Loeffler 

EVP  of  Direct  Marketing 

Willard  E.  Engel,  Jr. 

Chief  Accounting  Officer 

Claudia  J.  Colalillo 

SVP  of  Organizational 
Development 

Robert  E.  Early 

Chief  Financial  Officer 

Joseph  C. 
Grossestreuer 

VP  Outsourcing 

Edward  N Fares 

VP  Systems  Management 
and  Integration 

May  & Speh  operates  two  divisions  as  follows: 

• The  Direct  Marketing  Services  division 
specializes  in  database  system  design, 
development,  and  maintenance;  data 
enhancement;  modeling  and  analysis;  and 
list  processing. 


• The  Systems  Management  and  Integration 
division  provides  outsourcing  services  for 
the  management  of  all  or  a portion  of  a 
client’s  data  center  operations. 

Individually,  the  divisions  drive  technology 
investments  and  core  competencies  specific  to 
their  market  demands.  Together,  the 
divisions  provide  a collaborative  technology 
environment  to  create  and  manage  custom 
information  management  solutions. 

May  & Speh  has  one  facility  in  Downers 
Grove  (IL). 

Company  Strategy 

May  & Speh’s  growth  strategy  includes: 

• Increasing  sales  to  existing  clients  through 
higher  volume  levels  and  cross-selling 
additional  service  opportunities 

• Pursuing  new  clients  and  broadening  its 
geographic  coverage 

• Introducing  new,  increasingly  sophisticated 
database  management  services 

• Developing  additional  industry  expertise  to 
allow  the  company  to  provide  direct 
marketing  services  to  the 
telecommunications,  utilities, 
entertainment,  high  technology,  and  health 
care  industries 

• Exploring  strategic  acquisitions  and 
alliances 

Financials 

May  & Speh’s  fiscal  1995  revenue  reached 
$61.6  million,  a 19%  increase  over  fiscal  1994 
revenue  of  $51.7  million.  Net  income  reached 
$7.9  million,  a 36%  increase  over  $5.8  million 
for  fiscal  1994.  A five-year  financial  summary 
is  shown  on  the  following  page. 
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May  & Speh,  Inc. 
Five-Year  Financial  Summary 
($  Millions,  except  per  share  data  ) 


Fiscal  Year 

Item 

9/95 

9/94 

9/93 

9/92 

9/91 

Revenue 

$61.6 

$51.7 

$41.8 

$32.2 

$30.1 

• Percent  change  from 
previous  year 

19% 

24% 

30% 

7% 

N/A 

Income  before  taxes 

$12.5 

$9.5 

$5.6 

$2.6 

$3.3 

• Percent  change  from 
previous  year 

32% 

70% 

115% 

(21%) 

N/A 

Net  income 

$7.9 

$5.8 

$3.4 

$1.6 

$1.9 

• Percent  change  from 
previous  year 

36% 

71% 

113% 

(16%) 

N/A 

Earnings  per  share 

$0.39 

$0.26 

$0.15 

$0.07 

$0.08 

• Percent  change  from 
previous  year 

50% 

73% 

114% 

(13%) 

N/A 

Of  the  $9.9  million  revenue  increase  during 
fiscal  1995,  $6.2  million  was  attributed  to 
services  provided  to  new  clients  and  the 
remainder  was  due  to  increased  demand  for 
services  by  existing  clients. 

• Direct  marketing  services  revenue  increased 
23%. 


• Outsourcing  services  revenue  increased  7%. 

Revenue  Analysis  by  Product /Service 
Approximately  79%  of  May  & Speh’s  fiscal 
1995  revenue  was  derived  from  direct 
marketing  services  and  21%  from  outsourcing 
services.  A three-year  summary  of  source  of 
revenue  follows: 


May  & Speh,  Inc. 

Three-Year  Source  of  Revenue  Summary 

($  Millions) 


Fiscal  Year 

9/95 

9/94 

9/93 

Product/Service 

Revenue 

$ 

Percent  of 
Total 

Revenue 

$ 

Percent  of 
Total 

Revenue 

$ 

Percent  of 
Total 

Direct  marketing  services 

$48.4 

79% 

$39.4 

76% 

$32.2 

77% 

Outsourcing  services 

13.2 

21% 

12.3 

24% 

9.6 

23% 

Total 

$61.6 

100% 

$51.7 

100% 

$41.8 

100% 
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Interim  Results 

Revenue  for  the  three  months  ending 
December  31,  1995  reached  $16.0  million,  an 
11%  increase  over  $14.4  million  for  the  same 
period  in  1994.  Net  income  was  $1.66  million, 
compared  to  $1.9  million  for  the  same  period  a 
year  ago. 

• Of  the  $1.6  million  increase  in  revenue,  $0.9 
million  was  attributed  to  services  provided 
to  new  clients  and  the  remainder  was  due  to 
increased  demand  for  services  by  existing 
clients. 

• Direct  marketing  services  revenue  increased 
12%  to  $12.3  million. 

• Outsourcing  services  revenue  increased  9% 
to  $3.7  million. 

Market  Financials 

May  & Speh’s  direct  marketing  and 
outsourcing  clients  are  primarily  in  the 
financial  services,  consumer  goods,  insurance, 
and  retail  industries. 

The  company’s  20  largest  clients  accounted  for 
approximately  71%  of  fiscal  1995  revenue. 
Sears  and  Capital  One  Bank  represented  17% 
and  10.6%  of  total  fiscal  1995  revenue, 
respectively. 

Geographic  Markets 

One  hundred  percent  of  May  & Speh’s  fiscal 
1995  revenue  is  derived  from  the  U.S. 

Employees 

As  of  December  31,  1995,  May  & Speh  had 
346  employees,  segmented  as  follows: 


Direct  marketing  and 

database  services 229 

Data  center  operations 85 

Finance  and  administration 32 


346 


The  company  currently  has  334  employees. 

Key  Products  and  Services 

Direct  Marketing  Services 

Database  Management  Services  offers 
technical  skills  and  marketing  expertise  to 
create,  maintain,  and  support  database 
applications  on  micro-midrange  or  mainframe 
processing  platforms  (including  DB2,  IDMS-R, 
PCs  and  workstations). 

Direct  Mail  Services  include  personalized 
printing  and  labeling;  National  Change  of 
Address  (NCOA),  NIXIE,  LS,  and  Address 
Change  PLUS;  Delivery  Sequence  File  (DSF); 
merge/purge;  Zip  Code  correction/validation; 
postal  presorting  and  qualification;  and  Zip+4 
coding. 

Data  Enhancement  Services  (including 
demographics,  purchase  behavior  and 
geodemographic  targeting  systems  for  more 
than  100  million  individuals  and  households) 
offers  lifestyle  profiling  of  customers  and 
prospects. 

Modeling  and  Analysis  Services  aid  customers 
in  targeting  unique  segments,  identifying  new 
markets,  communicating  more  effectively  and 
increasing  sales  to  current  customers. 

Direct  marketing  clients  typically  do  not 
operate  under  formal  contracts,  but  have 
traditionally  maintained  multiyear 
relationships  with  May  & Speh. 

Outsourcing  Services 

May  & Speh’s  primary  outsourcing  service  is 
to  manage  all  or  a portion  of  a client’s 
information  processing  needs  on  a cost- 
effective  basis  from  May  & Speh’s  data  center. 

• After  migrating  their  workload  to  May  & 
Speh’s  data  center,  clients  retain  direct 
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access  to  their  information  from  their 
remote  sites. 

• May  & Speh  also  provides,  to  a much  lesser 
extent,  applications  outsourcing  services 
that  include  the  replacement  of  a client’s  in- 
house  technical  development  staff. 

The  primary  outsourcing  services  provided 
include  migration  (takeover  and  turnover) 
support,  on-line  and  batch  processing 
capacity,  technical  support,  help  desk  access 
and  support,  backup  and  recovery,  disaster 
recovery  services,  operations  support,  account 
management,  media  (tapes,  documents,  and 
high-speed  DASD  subsystems  management 
and  handling),  production  control, 
telecommunications,  and  network 
management  support. 

May  & Speh’s  systems  operations  and  utility 
processing  services  are  supported  by  its  $60 
million  data  center  in  Downers  Grove. 

• The  center  houses  a Hitachi  Data  Systems 
GX  system,  as  well  as  IBM  RS/6000  and 
Prime  midrange  systems. 

• More  than  120  software  programs  are 
available,  including  DB2  and  IDMS-R 
database  management  systems;  various 
fourth-generation  languages;  report  writers; 
data  utilities;  data  library  managers; 
various  programming  managers;  statistical 
and  graphics  packages;  and  packages  for  a 
range  of  user  applications,  including 
marketing,  manufacturing,  retail,  medical, 
and  financial. 

• May  & Speh  operates  an  X.25 
telecommunications  network  supplying 
clients  with  remote  access  from  virtually 
any  U.S.  location  via  a local  phone  call.  The 
data  center  is  configured  to  support  more 
than  800  telecommunications  circuits. 


• The  Data  Center  Help  Desk  provides  direct 
operational  support  24  hours  a day. 

Outsourcing  clients  typically  operate  under 
contracts,  usually  three  years  in  length. 

Clients 

May  & Speh  currently  provides  direct 
marketing  services  for  approximately  180 
clients,  including  Fortune  500  companies  and 
other  large  and  medium-sized  companies. 

• Clients  include  Capital  One  Bank,  CUNA 
Mutual  Insurance  Society,  Inc.,  Intel 
Corporation,  Mead  Johnson 
Pharmaceuticals,  and  Sears. 

• The  20  largest  direct  marketing  customers 
represented  approximately  83%  of  May  & 
Speh’s  direct  marketing  revenue  in  fiscal 
1995. 

May  & Speh  currently  provides  outsourcing 
services  to  approximately  65  clients.  These 
clients  are  located  primarily  in  the 
midwestern  U.S. 

• Clients  include  Bell  & Howell  Company, 
Continental  Grain  Company,  DeVry,  Inc., 
and  Rand  McNally  & Company. 

• The  20  largest  outsourcing  clients 
represented  approximately  85%  of  May  & 
Speh’s  outsourcing  revenue  in  fiscal  1995. 

Marketing  and  Sales 

May  & Speh  markets  its  direct  marketing  and  , 
outsourcing  services  through  separate  direct 
sales  forces. 

Alliances 

May  & Speh  has  alliances/marketing 
agreements  with  various  vendors,  including 
the  following: 
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• In  1995,  May  & Speh  formed  an  alliance 
with  Credit  Strategy  Management  (CSM),  a 
modeling  and  analysis  firm.  CSM  founders 
John  Coffman  and  Barbara  Thornton  are 
recognized  leaders  in  the  credit  card 
industry,  having  pioneered  the  analysis  and 
use  of  detailed  credit  bureau  data.  In  1996 
the  four  principals  of  CSM  joined  May  & 
Speh  and  will  lead  a new  May  & Speh 
division,  Credit  Strategy  Management. 

• May  & Speh  has  an  alliance  with  Megaplex 
Software  for  Megaplex’s  Fast  Count  Engine. 

• May  & Speh  participates  in  a joint  venture 
with  Data  Dimensions  related  to  data  entry. 

Competition 

In  the  direct  marketing  area,  competitors 
include  Acxiom  Corporation,  Database 
America  Companies,  Donnelley  Enterprise 
Solutions,  Harte-Hanks,  Metromail  and 
NeoData  Services. 


In  the  outsourcing  area,  competitors  include 
Affiliated  Computer  Services,  Genix  Group, 
Lockheed  Martin,  PKS  Information  Services, 
Power  Computing  Company,  CSC,  and  Perot 
Systems. 

INPUT  Assessment 

May  & Speh’s  strengths  include: 

• Customized  data  management  solutions  for 
its  direct  marketing  services 

• Long-term  client  relationships  and  recurring 
revenue  streams 

• Targeting  market  strategy  for  its  direct 
marketing  services 

• Strong  financial  performance 
Challenges  over  the  coming  year  include: 

• Managing  growth 

• Handling  intense  competition 
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MCI  Systemhouse  Inc. 

President  & COO:  Scott  B.  Ross 

U.S.:  MCI  Center 
Three  Ravinia  Drive 
Atlanta,  GA  30346 

Phone:  (770)  668-6000 

Canada:  50  O’Connor  Street 
5th  Floor 

Ottawa,  Ontario,  Canada  K1P6L2 
Phone:  (613)  236-1428 

Fax:  (613)  238-4029 

- — 

MCI  Systemhouse 

Status:  Subsidiary 

Parent:  MCI  Communications  Corporation 

Employees:  6,500+  (10/96) 

Revenue:  $1,000,000,000 

Fiscal  Year  End:  12/31/95 


Key  Points 

• MCI  Systemhouse  is  MCI’s  global  systems 
integration  and  outsourcing  company.  Its 
focus  is  to  deliver  complete 
transformational  outsourcing  services  to 
clients  moving  their  information 
technology  systems  towards  a client/server 
architecture  by  providing  systems 
integration  and  consulting,  systems 


operations/outsourcing,  and  technology 
deployment. 

• MCI  acquired  SHL  Systemhouse  in 
November  1995  for  approximately  $1 
billion.  The  U.S.  operations  of 
Systemhouse  have  been  renamed  MCI 
Systemhouse.  In  Canada  and 
internationally  the  company  continues  to 
operate  as  SHL  Systemhouse. 

• While  Systemhouse  continues  to  operate 
as  a standalone  company,  it  is  now  headed 
by  MCI’s  Scott  Ross,  who  was  named 
president  and  chief  operating  officer  in 
March  1996,  filling  the  position  left  open 


©INPUT  1996  Reproduction  prohibited 


VA-96 


All  brand  names  and  product  names  are  acknowledged  to  be  trademarks  or  registered  trademarks  of  their  owners. 


Page  1 of  12 


INPUT  Vendor  Profile 


when  John  Oltman,  Systemhouse’s  former 
president,  resigned. 

• In  September  1996,  the  company 
announced  networkMCI  Enterprise 
Management,  a service  offering  whereby 
MCI  will  build,  manage,  and  maintain 
networks  of  desktop  computers  for  a flat 
annual  fee  per  employee,  at  a rate  far  less 
than  business  clients  spend. 

• Systemhouse  has  invested  in  Year  2000 
software  development  firm,  Cogni-CASE, 
Inc. 

• Technology  acquired  with  SECA,  Inc.,  in 
early  1996  has  added  a practitioner 
workbench  capability  to  the  company’s 
SHE  TRANSFORM™  process 
management  and  methodology  product. 

• The  company  has  recently  opened  the  MCI 
Systemhouse  Napa  Valley  Outsourcing 
Center  in  Northern  California  to  support 
growth  in  the  high  tech  segment. 

• Recent  major  contract  awards  include  a 
$200  million  outsourcing  contract  with 
Apple  Computer,  a $120  million  ($  Cdn.) 
technology  deployment  contract  with 
Ontario  Hydro,  and  a $50  million 
transformational  outsourcing  contract 
with  Eagle  Foods. 

Company  Description 

Systemhouse  provides  systems  integration 
and  consulting,  outsourcing  and  systems 
operations,  and  technology  deployment 
services  to  commercial  and  public 
sector/government  clients  in  North  and 
South  America,  Europe,  and  Asia. 

• Systems  integration  and  consulting 
includes  Systemhouse’s  core 
transformational  services — the  planning, 
design,  and  implementation  of 


client/server  architectures  and  open 
systems. 

• Outsourcing  encompasses  Systemhouse’s 
transformational  outsourcing  services. 
Contracts  are  managed  through  seven 
outsourcing  centers  in  Canada,  the  U.S., 
and  the  U.K. 

• Technology  deployment  includes  the 
configuration,  installation,  procurement, 
and  support  of  advanced  workstations, 
LANs,  mobile  computing,  and  related 
training  services. 

• Systemhouse’s  areas  of  vertical  market 
expertise  include  postal  systems 
development,  public  safety  remote 
dispatching  systems,  retail  point-of-sale 
systems,  energy,  insurance,  banking  and 
finance,  entertainment,  telecommun- 
ications, geographical  information 
systems,  process  management,  and 
manufacturing. 

SHL  Systemhouse,  founded  in  1974, 

operated  as  a public  company  until  it  was 

acquired  by  MCI  in  November  1995. 

• MCI  acquired  SHL  for  approximately  $1 
billion,  or  $13  per  share  ($U.S.). 

• MCI’s  existing  professional  services 
organization,  which  provided  various 
network  management  services  and 
consisted  of  less  than  100  employees,  has 
been  combined  with  Systemhouse. 

• The  U.S.  operations  of  SHL  Systemhouse 
were  renamed  MCI  Systemhouse  in 
September  1996.  The  company  continues 
to  operate  as  SHL  Systemhouse  in  Canada 
and  internationally. 

• MCI,  headquartered  in  Washington,  D.C., 
is  a leading  diversified  communications 
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company.  With  1995  revenue  of  $15.3 
billion  and  more  than  45,000  employees, 
MCI  offers  consumers  and  businesses  a 
range  of  services,  including  long  distance, 
wireless,  local  access,  paging,  Internet 
software  and  access,  information  services, 
outsourcing,  business  software,  and 
advanced  global  telecommunications 
services. 

Structure  and  Operations 

The  company’s  current  key  executives  are 
listed  below. 


Systemhouse  Key  Executives 


Name 

Position 

Scott  B.  Ross 

President  and  COO 

Alan  Bernstein 

EVP,  Vertical  Markets 

Gregory  Jacobsen 

EVP,  Business  Strategy 
and  Marketing 

William  W.  Linton 

EVP  and  CFO 

Barbara  Iman 

VP,  Human  Resources 

James  C.  Madden 

President,  U.S. 

Ian  McLaren 

President,  Canada 

Michael  W.D 
Hubbert 

President.  Europe 

Jean-Pierre 

Soubliere 

President,  International 

William  F.  Trafford 

President,  Global  Delivery 
and  Technology 

Recently  Systemhouse  was  realigned  to 
enhance  customer  service.  The  primary 
benefit  of  the  move  is  that  customers  now 
have  a single  point  of  contract  regardless  of 
wheter  their  needs  involve  systems 
integration,  outsourcing,  technology 
deployment,  or  a combination  of  the  above 
services.  The  new  organization  is  comprised 
of  Canadian,  U.S.,  U.K./Europe,  and 
International  operations. 


The  primary  business  services  of 
Transformational  Services,  Outsourcing, 
and  Technology  Deployment  still  exist,  but 
the  geographic  reorganization  has 
eliminated  the  line  of  business  structure  to 
ensure  customers  receive  a seamless 
approach  to  solution  development. 

Systemhouse  has  120  offices  worldwide. 
Major  operations  are  as  follows: 

• Canadian  offices  are  in  six 
regions — Atlantic  (Halifax  and 
Fredericton),  Quebec  (Quebec  City  and 
Montreal  offices),  (Toronto  office)  Central 
Canada  (Toronto),  Ottawa  (Ottawa  office), 
Western  (Winnipeg,  Regina,  Calgary,  and 
Edmonton  offices),  and  Pacific  (Vancouver 
and  Victoria  offices). 

• U.S.  offices  are  in  six  regions — Northeast 
(New  York  and  Boston  offices),  Mid- 
Atlantic  (Reston,  Cary,  and  Orlando 
offices),  Central  (Dallas,  Houston,  Austin, 
and  Boulder  offices),  Midwest  (Chicago 
office),  Pacific  (Los  Angeles  and  San 
Francisco  offices),  and  National  Systems 
(Baltimore  and  Sacramento  offices). 

• European  offices  in  the  U.K.  are  in 
London,  Beeston  (Nottingham),  Camberley 
(Surrey),  Finchampstead  (Berkshire),  and 
Salford.  Other  offices  are  in  Geneva 
(Switzerland)  and  The  Hague 
(Netherlands). 

• International  operations  outside  Canada, 
the  U.S.,  and  Europe  include  the 
following: 

- MCI  Systemhouse  de  Mexico  S.A.  de 
C.V.  has  an  office  in  Mexico  City  from 
which  it  conducts  operations  in  Mexico. 
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- MCI  Systemhouse  de  Sur  America,  C.A. 
has  an  office  in  Caracas  from  which  it 
conducts  business  locally. 

- MCI,  in  conjunction  with  the  Tong  Yang 
Group  of  Companies,  conducts  business 
in  South  Korea  from  an  existing  office  in 
Seoul. 

Company  Mission 

The  mission  of  MCI  Systemhouse  is  to 
become  the  undisputed  leader  in  sales  and 
marketing  of  the  most  innovative 
information  technology  solutions  by 
providing  real  benefits  from  converging 
technologies,  and  outstanding  service  and 
satisfaction  to  clients  worldwide. 

Company  Strategy 

MCI  Systemhouse  and  its  parent  company, 
MCI,  are  positioning  to  serve  corporate 
needs  resulting  from  the  convergence  of 
computing  and  communications.  These 
would  include  fast-growth  markets  such  as 
network-based  services,  network 
management  outsourcing,  and  MCI 
Systemhouse’s  traditional  area  of 
expertise — client/server  computing. 

MCI  Systemhouse’s  focus  will  continue  to  be 
the  delivery  of  transformational  outsourcing 
services  for  clients  moving  their  information 
technology  systems  towards  client/server 
architecture.  Components  of 
transformational  outsourcing  include 
systems  integration  and  consulting,  systems 
operations  and  outsourcing,  and  technology 
deployment. 

Elements  of  the  company’s  strategy  include: 

• Forging  long-term,  value-added 
partnerships  with  its  clients 


• Committing  to  its  object-oriented  approach 
to  software  development  in  support  of 
business  process  reengineering 

• Implementing  the  SHL  TRANSFORM 
object-oriented  methodology  within  the 
MCI  Systemhouse  organization  as  well  as 
for  client  projects 

• Positioning  for  high-growth  network 
management  market,  leveraging  MCI’s 
communications  strengths;  expanding 
offerings  to  include  Internet  and  intranet 
solutions 

• Strengthening  and  expanding  its  process 
reengineering,  education,  and  training 
services  to  complement  its  other  service 
offerings 

• Focusing  on  leveraging  repeatable 
solutions  through  the  Global  Development 
Centre,  located  in  Ottawa  (Canada).  This 
is  a group  of  approximately  80  employees 
that  operates  in  a virtual  development 
environment  as  a source  of  best  practices 
and  solutions,  enabling  delivery  of 
customized  solutions  more  quickly  to 
clients. 

• Continuing  international  expansion  in  the 
Far  East  and  Latin  America  through 
partnering  with  local  or  national  firms  on 
a non-financial  risk  basis. 

Financials 

MCI  Systemhouse’s  calendar  1995  revenue 

was  approximately  $1  billion  ($U.S.),  up 

from  revenue  of  $870  million  ($U.S.)  for  the 

fiscal  year  ending  August  31,  1994. 

• For  1995,  MCI  reported  information 
technology  revenue  of  $135  million,  which 
includes  SHL  revenue  from  the  date  of  its 
acquisition  on  November  17,  1995  and  full- 
year  revenue  from  MCI’s  existing 
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professional  services  organization.  This 
figure  does  not  include  approximately  $1.2 
billion  in  Data  Services  revenue. 

• It  is  anticipated  that  Systemhouse’s  1996 
revenue  will  exceed  $1.4  billion.  Contract 
backlog  is  $2  billion. 

Interim  Results 

MCI  has  reported  that  for  the  six  months 
ending  June  30,  1996,  revenue  from 
information  technology  (MCI  Systemhouse) 
reached  approximately  $650  million. 

Revenue  Analysis  by  Product / Service 
INPUT  estimates  Systemhouse’s  1995 
revenue  was  derived  approximately  as 
follows: 


MCI  Systemhouse 
1995  Source  of  Revenue 


Service 

Revenue 
($  Millions, 
US.) 

Percent 
of  Total 

Systems  Integration  and 
Consulting 

$500 

50% 

Systems  Operations  and 
Outsourcing 

200 

20% 

Technology  Deployment 

300 

30% 

Total 

$1,000 

100% 

Market  Financials 

Systemhouse  provides  its  systems 
integration  and  outsourcing  services  to 
government  and  commercial  organizations. 

• In  Canada,  Systemhouse  customers  come 
from  a range  of  industrial,  commercial, 
and  government  sectors,  including 
financial  services,  resources,  utilities, 
wholesale/retail,  transportation, 
manufacturing,  communications  and 


municipal,  provincial,  and  federal 
government. 

• In  the  U.S.,  Systemhouse  customers 
include  telecommunications 
manufacturers  and  services  providers, 
transportation,  retail,  and  financial 
services  organizations,  and  federal,  state, 
,and  local  government  agencies. 

• In  Europe,  clients  include  government 
agencies  and  commercial  organizations. 

Systemhouse’s  target  markets  for  its 
services  are  in  the  application  areas  of 
postal,  telecommunications,  public  safety, 
energy,  human  services,  insurance,  financial 
services,  and  logistics  (focusing  on  retailing, 
manufacturing,  and  consumer  products). 

Geographic  Markets 

INPUT  estimates  approximately  50%  of 
1995  revenue  was  derived  from  Canada, 
more  than  25%  from  the  U.S.,  and  the 
remaining  25%  from  Europe  and  other 
international  sources. 

Acquisitions/Joint  Ventures 

In  June  1996,  Systemhouse  acquired  45%  of 
the  voting  shares  of  Cogni-CASE,  Inc.  (CCI), 
a Montreal-based  firm  specializing  in 
computer  reengineering. 

• CCI  is  most  noted  for  its  development  of 
Cogni-2000™,  a software  tool  to  help 
automate  the  conversion  of  central 
processing  system  date-and-time  stamp 
files  for  the  year  2000. 

• The  deal  includes  a license  agreement  for 
MCI  Systemhouse  to  use  CCI’s  tools  for 
Year  2000  projects. 

• The  partnership  forms  part  of  MCI 
Systemhouse’s  global  stategv  to  become  a 
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leading  force  in  the  implementation  of 
Year  2000  conversion  solutions. 

• With  the  acquired  interest  in  CCI,  a Year 
2000  practice  has  been  established  in 
Montreal  and  there  are  plans  for 
additional  locations  in  the  U.S.  and 
abroad. 

In  April  1996,  Systemhouse  acquired  SECA, 
Inc.  of  Blue  Bell  (PA).  SECA  is  a process 
management  and  methodology  vendor.  Its 
key  product  is  SE  Companion™,  a process 
management  tool. 

• The  acquisition  addes  a “practitioner 
workbench”  capability  to  SHL 
TRANSFORM,  the  company’s  process 
management  and  methodology  product. 

• Systemhouse  has  integrated  SE 
Companion  into  SHL  TRANSFORM  to 
enhance  the  functionality  and  strengths  of 
the  product  set.  It  is  targeted  at  system 
practictioners,  project  managers, 
methodologists,  and  users. 

• SECA  had  12  employees  at  the  time  of  the 
acquisition.  The  operations  of  SECA  have 
been  merged  into  Systemhouse’s  Online 
Knowledge  Group. 

In  March  1995,  Systemhouse  established  a 
joint  venture  company  with  Mitsui 
Engineering  & Shipbuilding  Co.  and  Mitsui 
& Co,  Ltd.  to  pursue  client/server-related 
systems  integration  and  outsourcing 
opportunities  in  Japan 

Divestitures 

In  the  first  quarter  of  fiscal  1995, 
Systemhouse  divested  two  business  units  as 
part  of  a program  to  reduce  operating  losses 
outside  of  North  America  while  focusing  on 
client/server-driven  businesses.  Proceeds  of 
the  sales  less  costs  and  quarterly  operating 


losses  associated  with  the  two  units  totaled 
$30.0  million.  Divestitures  included: 

• A technology  deployment  unit  in  Mexico 

• A credit  card  processing  software  business 
in  the  U.K. 

Employees 

As  of  December  31,  1995,  Systemhouse  had 
approximately  5,500  employees. 

The  company  currently  has  approximately 
6,500  employees  worldwide. 

Key  Products  and  Services 

Within  Systemhouse’s  transformational 
outsourcing  framework,  the  company’s 
operations  are  directed  along  three  lines  of 
business: 

• Systems  Integration  and  Consulting 
focuses  on  implementing  client/server 
architectures  and  open  systems  for  a 
worldwide  clientele.  Systemhouse’s 
resources  are  united  in  this  area  by  its 
proprietary  methodology,  SHL 
TRANSFORM,  which  is  used  to  develop 
and  implement  all  systems  integration 
projects. 

• Technology  Deployment  makes  use  of 
Systemhouse’s  expertise  in  advanced  open 
systems  technologies — from  local-area 
networks  and  workstations  to  wide-area 
networks — to  provide  education  and 
training,  technology  configuration  and 
distribution,  as  well  as  maintenance  and 
help  services  in  support  of  system 
reconfigurations. 

• Outsourcing  is  supported  through 
outsourcing  centers  in  Halifax,  Ottawa, 
Calgary,  Dallas,  Los  Angeles,  Napa  Valley 
(CA),  and  London;  and  a wide-area 
telecommunications  network. 
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In  September  1996,  Systemhouse  announced 
a new  service,  networkMCI  Enterprise 
Management,  which  will  help  companies 
build,  manage,  and  support  their  distributed 
networks. 

• The  service,  targeted  at  midsized 
businesses  with  50  to  1,000  desktop 
computers  in  as  many  as  10  locations, 
combines  Systemhouse’s  information 
technology  expertise  with  MCI’s 
experience  in  virtual  data  and  network 
services. 

• This  single  source  solution  includes 
hardware,  software,  network,  service,  and 
support  components. 

• MCI  has  partnered  with  Microsoft, 
Compaq,  and  Cisco  to  support  these 
capabilities. 

• The  service  has  a flat  monthly  price  of 
$225  per  end  user,  including  hardware, 
software,  network,  management,  and 
support. 

• The  service  wrill  be  marketed  in  the  U.S. 
by  MCI’s  national  sales  force  located  in 
more  than  300  cities. 

Systemhouse’s  base  of  business  has  shifted 
from  short-term  contracts  with  higher  risk 
profiles  to  long-term  contracts  with  higher 
profit  profiles. 

Systems  integration  contract  examples 
include  the  following: 

• A 13-month  contract  with  the  state  of 
Mississippi’s  Department  of 
Transportation  to  develop  a client/server- 
based  transportation  management 
information  system 


• A $42.8  million  contract  with  the  County 
Council  of  Northampton  County  (PA)  to 
build  and  operate  North  America’s  first 
privatized  Enhanced  911  (E-911)  system, 
including  a new  dispatch  center. 
Systemhouse’s  Transerve™  brand  of 
public  and  private  safety  solutions  include 
emergency  dispatching,  outsourcing, 
imaging,  siting  and  simulation,  mobile 
computing,  consulting,  and  message 
switching,  and  records  management. 

• A multimillion  dollar  contract  to 
implement  client/server  systems 
supporting  the  Australian  Taxation 
Office’s  (ATO)  adoption  of  an  automated 
data  capture  system.  In  addition  to  its 
work  with  ATO,  Systemhouse  provides 
systems  and  software  for  automated  data 
capture  in  tax  processing  to  the 
Government  of  Mexico’s  Ministry  of 
Finance,  and  to  Grumman  Data  Systems 
for  use  in  the  State  of  Mississippi  and  the 
State  of  Florida  tax  departments. 

• A five-year  contract  valued  at  $150 
million,  whereby  Systemhouse  is  acting  as 
a primary  contractor  for  the  Department 
of  National  Defence  to  upgrade  the 
Canadian  Forces’  20-year-old  inventory 
management  and  supply  system. 
Subcontractors  include  Sun  Microsystems 
of  Canada,  MacDonald  Dettwiler,  and 
several  small  and  medium-sized  Canadian 
firms. 

• Deploying  a customized  trading  system 
(jointly  developed  with  Phibro)  and 
providing  business  process  reengineering 
and  training  support  in  object-oriented 
technologies  for  PEMEX,  Mexico’s  national 
oil  company,  under  a three-year, 
multimillion  dollar  contract 

• Providing  a statewide  Child  Support 
Enforcement  system  to  the  State  of 
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Louisiana  Department  of  Social  Services 
under  a $6.8  to  $7.8  million  contract.  The 
system  is  based  on  a contract  that  was 
originally  developed  by  MCI  for  Kansas. 

In  addition  to  Louisiana  and  Kansas,  there 
are  11  states  and  the  District  of  Columbia 
using  MCI  systems  to  automate  their 
human  services  administration. 

• A five-year  contract  with  Browning-Ferris 
Industries  (BFI)  for  the  Application 
Systems  and  Development  and  Support 
group  within  BFI’s  MIS  Department.  MCI 
is  responsible  for  development  and 
maintenance  of  more  than  40  application 
systems. 

• A contract  for  the  first  phase  design  of  a 
$250  million  Income  Security  Programs 
Redesign  for  Health  and  Welfare  Canada 

• Assisting  with  business  process  and 
systems  reengineering  to  streamline  the 
Washington  Post’s  circulation,  production, 
and  advertising  operations 

• Developing  an  object-oriented  prototype  to 
service  the  customer  care  needs  of  MCI’s 
high-volume  long-distance  accounts. 

• Providing  business  systems  integration 
services  together  with  IBM  Canada  Ltd. 
for  Husky  Oil,  Ltd. 

• Acting  as  prime  contractor  and  systems 
integrator  to  replace  Transport  Canada’s 
financial  and  inventory  control  systems 
under  a contract  valued  at  more  than  $60 
million 

• Implementing  a client/server  computing 
platform  to  support  Metropolitan 
Stevedore  Company’s  operations  at  the 
Ports  of  Los  Angeles  and  San  Francisco 
and  Metropolitan’s  headquarters  in 
Wilmington 


• Providing  and  operating  a tracking, 
tracing,  and  inquiry  service  of  postal  mail 
for  the  U.S.  Postal  Service  under  an  11- 
year,  $270  million  systems  integration 
contract  awarded  in  February  1991.  The 
base  contract,  which  covers  the  first  five 
years  of  the  agreement,  is  valued  at  $128 
million.  The  succeeding  two  option 
periods  are  expected  to  total  $142  million. 

Recent  systems  operations  contracts  include 

the  following: 

• A seven-year,  $200  million  outsourcing 
contract  with  Apple  Computer  (August 
1996)  to  provide  process,  applications 
maintenance  services,  systems  and 
network,  engineering, 
telecommunications,  and  help  desk 
services.  As  part  of  the  contract, 
Svstemhouse  acquired  Apple’s  Napa 
Valley  (CA)  data  center. 

• A five-year,  $50  million  contract  with 
Alberta  Treasury  Branches  (ATB)  to 
provide  network  services,  including  LAN, 
WAN,  network  systems  management,  help 
desk,  software  distribution,  and  asset 
supply  and  services  in  conjunction  with  a 
new  banking  support  system  to  be 
deployed  at  147  ATB  branches  across  the 
province  (September  1996) 

• Providing  information  technology 
planning,  UNIX  outsourcing,  and  local- 
area  network,  desktop,  help  desk  and 
telecommunications  support  to  more  than 
3,100  users  in  225  branch  and  lending 
offices  throughout  California  for  American 
Savings  Bank  under  a five-year, 
multimillion  dollar  contract 

• A ten-year,  $1  billion  contract  to  assume 
responsibility  for  the  Computing  and 
Communications  Utility  of  Canada  Post 
Corporation 
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• A three-year,  $3  million  contract  with  the 
U.K.  Royal  Automobile  Club  (RAC)  to 
provide  mainframe  processing  for  the  5.7 
million-member  club’s  rescue  program  and 
300,000  insurance  policy  customers  of  the 
club 

• A five-year  contract  with  Canadian 
investment  banking  and  brokerage  firm 
CIBCAVood  Gundy  to  manage,  operate, 
maintain,  support,  and  enhance 
CIBCAVood  Gundy’s  end-user  computing 
environment — distributed  PC  LANs 
supporting  the  firm’s  trading  floor,  head 
office,  and  administrative  operations.  As 
part  of  the  agreement,  MCI  has  acquired 
35  to  40  CIBC/Wood  Gundy  technology 
employees. 

• A seven-year,  multimilhon  dollar  contract 
with  Alberta  Municipal  Affairs  to  operate 
the  information  technology  infrastructure 
to  support  the  day-to-day  operations  of 
Alberta  Registries  and  to  help  the 
department  streamline  and  transform  the 
delivery  of  registry  services  to  Albertans 

• A ten-year  contract  with  The  VONS 
Companies — a leading  Southern 
Californian  supermarket  chain — to 
assume  operational  responsibility  for 
VONS’  information  technology  function 
while  managing  and  executing  the 
migration  of  existing  systems  to  a 
client/server  platform.  MCI  has  acquired 
a significant  majority  of  VONS’  MIS  staff 
in  the  transition  process 

• A five-year,  $27  million  contract  with 
Greyhound  of  Canada  to  provide  various 
systems  management  functions,  including 
operations,  network  management, 
application  development,  support,  and 
help  desk 


• A five-year  contract  with  Tupperware  to 
assume  responsibility  for  Tupperware  s 
information  technology  function 
throughout  North  America  while 
managing  and  executing  a migration  of  all 
systems  to  a client/server  computing 
platform.  These  systems  include  executive 
information,  distribution  and  order 
processing,  financial,  and  manufacturing. 

• A five-year  contract  with  petroleum 
refiner  Ultramar  Corp.  to  provide 
mainframe  and  midrange  processing/ 
support  and  application  development  and 
maintenance  services.  MCI  will  also 
consolidate  Ultramar’ s IS  operations  to 
one  location. 

• A three-year  transformational  processing 
contract  to  manage  National  Education 
Corporation’s  mainframe  computer 
systems,  and  network  and  project 
management  support  for  a rightsizing 
project  toward  distributed  computing 

• A supercomputer  processing  and  network 
operations  contract  with  HPC  High 
Performance  Computing,  a Canadian 
supercomputing  consortium 

• Computer  systems  outsourcing  contracts 
valued  at  more  than  $100  million  over 
seven  years  with  the  privately-owmed 
Maritime  Telegraph  & Telephone 
Company  and  the  Government  of  Nova 
Scotia 

• A five-year  transformational  outsourcing 
contract  with  Amoco  Canada  Petroleum 
Ltd.,  valued  at  $70  to  $90  million,  to 
provide  all  mainframe  processing  and 
data,  voice,  and  radio  network  operations 

A representative  listing  of  recent  SHL 

outsourcing  contracts  is  shown  in  the 

exhibit. 
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Exhibit 

Representative  MCI  Systemhouse  Outsourcing  Contracts 


Client 

Industry 

Award 

Duration 

Apple  Computer,  Inc. 

Discrete  Manufacturing 

$200  million 

7 years 

Eagle  Food  Centers 

Retail 

$50  million 

N/A 

City  of  Gloucester 

State  and  Local  Government 

N/A 

3 years 

FMC 

Discrete  Manufacturing 

$100  million 

7 years 

National  Steel  Corporation 

Discrete  Manufacturing 

$70  million 

7 years 

Northampton  County,  Pennsylvania 

State  and  Local  Government 

$47  million 

1 0 years 

Carl’s  Jr. 

Retail 

$10  million 

3 years 

Royal  Bank  of  Canada  (U.K.) 

Banking  and  Finance 

$5  million 

3 years 

Alberta  Municipal  Affairs  Department* 

State  and  Local  Government 

$37  million 

7 years 

Greyhound  of  Canada* 

Transportation 

$27  million 

5 years 

Canada  Post* 

Federal  Government 

$1  billion 

1 0 years 

Mexican  Finance  Ministry  (Mexico) 

Federal  Government 

$500  million 

10  years 

AMOCO  Petroleum* 

Process  Manufacturing 

$90  million 

5years 

Nova  Scotia  Government* 

State  and  Local  Government 

$50  million 

7 years 

Source:  INPUT'S  Outsourcing  Contracts  Database 
*Canadian  outsourcing  contracts 


Technology  deployment  services  provided 
by  Systemhouse  include  marketing  and 
support  of  third-party  microcomputer 
hardware  and  software  products  for 
workstation-based  networks,  and  related 
desktop  systems  management  services  to 
business,  government,  and  education. 

• The  business  involves  assessing  and 
defining  customer  requirements, 
recommending  the  best  products  and 
services,  developing  an  effective 
implementation  plan,  pre-  and  post- 
delivery configuration;  delivery, 
installation,  and  testing  of  the  LAN-based 
products,  initial  training  of  customer 
personnel,  and  after-sale  support  in  the 
form  of  remote  systems  management, 


ongoing  user  training,  product  warranty, 
and  maintenance  services. 

• Systemhouse  is  an  authorized  dealer  for  a 
range  of  hardware  vendors,  including 
IBM,  Hewlett-Packard,  Compaq,  Apple, 
Sun,  NEC,  and  Toshiba,  among  others, 
and  obtains  a variety  of  equipment  from 
other  suppliers  to  meet  its  customers’ 
requirements. 

• In  September  1996,  Systemhouse 
announced  an  agreement  whereby 
Ontario  Hydro,  the  province’s  public 
electric  utility,  will  purchase  desktop 
business  computing  products  and  services 
valued  at  $120  million  over  the  next  three 
years. 
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- Systemhouse  will  employ  its  Technology 
Life  Cycle  Management™  (TLCM) 
Program  to  supply  and  provide  related 
services  for  Intel-based  desktop 
products  from  a variety  of 
manufacturers. 

- TLCM  is  a financial  and  physical  asset 
management  program  developed  by 
Systemhouse  and  designed  to  deliver  a 
reduction  in  the  life  cycle  cost  of 
ownership  of  desktop  business 
computing  products. 

• Other  technology  deployment  clients 
include  Canada  Royal  Bank,  Candian 
Ministry  of  Transportation,  and 
Metropolitan  Life  Insurance  Company. 

Software  Products 

MCI  Systemhouse  has  developed  several 
software  products  for  custom  projects  that 
are  now  available  for  license.  The  products 
include: 

• SHL  TRANSFORM 

• SHL  VISION,  an  infrastructure 
management  enabling  software 
technology  for  managing  the 
infrastructures  of  large  organizations 
such  as  telecommunications  and  utilities 
companies  and  government  agencies 

• A trading  system  (developed  for  PEMEX) 

• Project  and  Business  Management 
System  (developed  for  the  Real  Property 
Services  Branch  of  Public  Works  and 
Government  Services  Canada) 

Other 

MCI  Systemhouse  LTD.,  with 
approximately  1,000  employees,  provides 
systems  integration  and  consulting 
services.  Its  subsidiaries — AST  Trans-Act 


Limited  and  MCI  Technology  Solutions 
Limited — provide  systems  operations  and 
outsourcing  services,  and  technology 
deployment,  education  and  training 
services,  respectively,  to  clients  in  the  U.K. 

Clients 

Commercial  clients,  among  others,  include 
American  Savings  Bank,  Apple  Computer, 
Chase  Manhattan  Bank,  Delta  Airlines, 
Eagle  Foods,  FMC  Corp.,  Levi-Strauss, 
Mattel/Fischer-Price,  Rockwell 
International,  Royal  Automobile  Club  UK, 
Tupperware,  VONS,  and  \ amaha  Corp.  of 
America. 

Government  clients  include  Alberta 
Registries,  Canada  Post,  Department  of 
National  Defense,  Dutch  Post,  Mississippi 
Department  of  Transportation,  New  York 
City  Public  Safety,  and  the  U.S.  Postal 
Service. 

Marketing  and  Sales 

Sales  are  conducted  through  a direct  sales 
force.  As  previously  mentioned,  operations 
are  organized  along  regional  lines — 

Canada,  U.S.,  U.K./Europe,  and 
International. 

MCI  also  markets  its  services  to,  and 
receives  referrals  from,  its  suppliers, 
especially  hardware  and  software 
manufacturers. 

Alliances 

MCI’s  wholly  owned  and  operated  state  of 
the  art,  global  network  is  enhanced  through 
strategic  partnerships  with  MCI  and  BT 
(Conert),  Stentor  (Canada),  and  Avantel 
(Mexico)  to  provide  seamless  international 
coverage. 

The  IT  expertise  of  Systemhouse  is 
enhanced  through  strategic  partnerships 
with  Microsoft,  Compaq,  Cisco,  Digital, 
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Marcam,  Sun  Microsystems,  and  Oracle  to 
provide  customers  with  best  of  breed 
applications. 

Competitors 

MCI  Systemhouse’s  competitors,  by 
delivery  mode,  are  as  follows: 

• Systems  integration — IBM,  EDS, 
Computer  Sciences  Corporation  (CSC), 
Andersen,  and  the  major  accounting  firms 

• Outsourcing — SHL’s  competitors  in  the 
outsourcing  market  vary  depending  on 
the  country.  Primary  competitors  in  the 
U.S.  include  IBM  (ISSC  and  IMS),  EDS, 
CSC,  and  Andersen  Consulting/GE 
Capital. 

• Technology  deployment  dealers  such  as 
Crowntek  Business  Centres,  Hamilton 
Group,  and  smaller  microcomputer  and 
local-area  network  vendors.  In  addition. 
MCI  increasingly  competes  with  ISM 
Information  Systems  Management,  EDS 
of  Canada  Limited,  Digital  Equipment  of 
Canada  Limited,  and  with  other  domestic 
and  foreign  manufacturers  that  sell 
directly  to  the  end  user. 

INPUT  Assessment 

MCI  Systemhouse  is  diversifying  away 
from  over-dependence  on  the  government 
sector  which  still  supplies  a significant 
portion  of  its  revenues.  The  company  has 
several  retail  contracts  (VONS,  Eagle  Food 
Centers)  and  has  strengthened  its  base  in 
manufacturing. 

As  an  MCI  company,  Systemhouse  is  now 
better  positioned  for  the  growing  network 
management  outsourcing  market,  and  will 
be  able  to  supplement  its  success  in 
client/server  and  transformational 
outsourcing  as  network-centric  computing 
gains  momentum.  This  added  competency 


should  boost  future  growth  rates. 
Systemhouse’s  recent  acquisition  of  SECA 
will  be  an  added  asset  in  process  and 
project  management. 

Systemhouse  is  still  dependent  on  Canada 
for  much  of  its  outsourcing  business. 
However,  the  company  will  be  able  to 
diversify  its  geographic  base  more  easily 
now  that  it  can  leverage  its  parent 
company’s  international  presence. 

The  assimilation  of  SHL  into  MCI  could 
slow  progress  over  the  short-term  as  the 
two  companies  learn  to  work  successfully 
together.  Nevertheless,  the  combination 
will  benefit  from  large  enterprise  demand 
for  integrated  communications  and 
computer  services  over  the  longer  term. 

Systemhouse  considers  its  strengths  to 
include: 

• Wholly  owned  and  operated  international 
network  of  MCI,  combined  with  IT 
expertise  of  Systemhouse,  to  serve  as  a 
single  source  supplier 

• Strategic  partnerships  that  provide 
seamless  international  coverage  and  best 
of  breed  IT  solutions  for  all  customers’ 
needs 

• Financial  strength  and  backing  of  MCI  to 
enable  investment  in  new  technologies 

The  company’s  key  challenge  for  the  coming 
year  is  to  continue  to  attract  top  talent  to 
meet  the  explosive  growth  the  company  is 
experiencing. 

Parent  Company 

MCI  Communications  Corporation 
1801  Pennsylvania  Avenue,  N.W. 
Washington,  D.C.  20006 
Phone:  (202)  872-1600 
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MDIS  North  America 


Chief  Operating  Officer:  Steve  Young 

5310  Beethovan  Street 

P.O.  Box  66924 

Los  Angeles,  CA  90066 

Phone:  (310)306-4000 

Fax:  (310)578-5440 


Status:  Subsidiary 

Parent:  McDonnell  Information  Systems 

Employees:  250  (5/95) 

Revenue  (pro  forma):  $40,000,000* 

Fiscal  Year  End:  12/31/94 

‘INPUT  estimate 


Key  Points 

• MDIS  North  America  was  formed  in  February 
1995  to  oversee  the  U.S.,  Canadian.  Latin 
American  and  Far  Eastern  operations  of  the 
PRO-IV  application  development  and  Chess 
manufacturing  software  products  of  its  parent, 
McDonnell  Information  Systems  (MDIS). 

• The  Chess  product  line  was  acquired  by  MDIS  in 
October  1994  with  the  acquisition  of  Xerox 
Computer  Services  from  Xerox  Corporation. 


Company  Description 

MDIS  North  America  markets  and  supports  PRO- 
IV  application  development  software  and  Chess 
manufacturing  software  products  for  MDIS  in  the 
U.S.,  Canadian.  Latin  American  and  Far  Eastern 
markets. 

MDIS  North  America’s  parent,  MDIS.  is  a global 
supplier  of  advanced  software  applications  and 
application  development  tools. 

• MDIS,  an  independent  British  information 
systems  company  with  annual  revenue  of 
approximately  $240  million,  employs 
approximately  2,000  people  and  has  operating 
subsidiaries  in  North  America,  Europe,  Australia, 
Japan  and  the  U.K. 
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• MD1S  produces  and  distributes  computer 
solutions  (open  systems  software  and  hardware 
products)  worldwide  and  provides  a range  of 
industry  specific  application  packages,  facilities 
management,  disaster  recovery  and  associated 
support  services  to  local  and  central 
governments,  libraries,  law  enforcement,  health 
care  organizations,  the  manufacturing  industry, 
financial  institutions  and  commerce.  The 
company  currently  has  more  than  270  package 
solutions  available,  with  tens  of  thousands  of 
users  worldwide. 

• MDIS  was  formerly  known  as  McDonnell 
Douglas  Information  Systems,  a subsidiary  of 
aerospace  company  McDonnell  Douglas 
Corporation,  and  was  the  subject  of  a 
management  buyout  led  by  Baring  Capital 
Investors  Ltd.  in  March  1993. 

Organization  and  Structure 

MDIS  North  America  is  headed  by  Steve  Young, 
who  had  been  serving  as  chief  operating  officer  for 
Chess — U.S.  Operations. 

• Mr.  Young  reports  to  Bill  Krehbiel,  CEO  of  the 
Chess  Business  Unit  for  MDIS. 

• The  formation  of  MDIS  North  America  did  not 
affect  the  international  operations  of  either  Chess 
or  PRO-IV.  The  U.K.  and  European  Chess 
groups  continue  to  distribute  and  support  Chess 
in  Europe  and  the  U.K.  In  addition,  the  PRO-IV 
Product  Development  team  continues  to  report  to 
the  Director  and  General  Manager  of  the  PRO-IV 
Business  Unit,  Mr.  John  Lowry. 

MDIS  North  America  is  headquartered  in  Los 
Angeles  (CA).  Additional  offices  are  in  Australia, 
the  Netherlands  and  the  U.K. 

Company  Strategy 

By  combining  North  American  sales,  marketing, 
support  and  administrative  functions,  customers 


will  have  the  benefit  of  increased  access  to 
technical  support  and  other  services. 

MDIS  expects  to  be  able  to  better  leverage  the 
sales  and  marketing  functions  by  having  both  the 
PRO-IV  and  Chess  sales  representatives  assist  each 
other  on  joint  opportunities  in  their  respective 
markets. 

Financials 

MDIS  North  America's  pro  forma  revenues  for 
1994  are  estimated  at  $40  million. 

It  is  anticipated  that  1995  revenue  will  reach  $50 
million. 

Revenue  Analysis  by  Product/Service 

Approximately  90%  of  MDIS  North  America's 
revenue  is  derived  from  Chess  products,  5%  from 
PRO-IV  products  and  the  remaining  5%  from 
education  and  training,  consulting  and  other 
professionals  support  services. 

Market  Financials 

The  PRO-IV  product  is  marketed  across  industries 
to  value-added  resellers  in  construction, 
telecommunications,  travel,  insurance,  banking, 
medical  and  other  vertical  markets. 

The  Chess  product  is  marketed  to  discrete, 
repetitive  and  engineered-to-order  manufacturers; 
job  shops;  and  wholesale  distribution  firms  ranging 
from  small,  single-site  organizations  to 
multinational  corporations. 

Geographic  Markets 

Approximately  80%  of  MDIS  North  America’s 
1994  pro  forma  revenue  was  derived  from  the  U.S. 
and  Canada,  1 5%  from  the  Far  East  and  5%  from 
Latin  America. 

Acquisitions 

In  October  1994,  MDIS  acquired  the  Xerox 
Computer  Services  (XCS)  division  of  Xerox 
Corporation. 


Page  2 of  5 


©INPUT  1995  Reproduction  prohibited. 


MDIS  North  America 
May  1995 


INPUT  Vendor  Profile 


• XCS,  based  in  Los  Angeles  (CA),  marketed  and 
supported  the  Chess  family  of  enterprise-wide 
open  systems  software  products  for  the 
manufacturing,  distribution  and  financial 
applications  of  manufacturing  companies. 

• XCS  had  annual  revenue  of  approximately  $40 
million  and  200  employees  at  the  time  of  the 
acquisition. 

Employees 

MDIS  North  America  currently  has  approximately 

200  employees. 

The  parent  company’s  (MDIS)  2,000  employees 

are  segmented  as  follows: 


Marketing : 127 

Sales 620 

Customer  support 325 

Research  and  development 410 

General  and  administrative 448 

2,000 


Key  Products  and  Services 

MDIS  North  America  currently  markets  and 
supports  two  products — PRO-IV  and  Chess. 

Chess 

Chess  is  a lead  Enterprise  Resource  Planning 
(ERP)  open  manufacturing  planning  and  control 
system  used  by  discrete  and  repetitive 
manufacturers  to  more  effectively  use  their 
production  resources,  reducing  costs  and  time-to- 
market. 

• The  applications  were  written  using  the  PRO-IV 
application  development  system  and  are 
independent  of  database  and  operating  systems 
and  portable  across  multiple  platforms. 

• Chess  is  currently  available  for  DOS,  UNIX, 
SCO-UNIX,  Novell,  AIX,  VMS,  HP-UX,  Alpha 
OSF  and  DG/UX  operating  environments  and 
supports  HP  9000.  DEC  Alpha,  DEC  VAX,  DEC 
MicroVAX.  ICL/Fujitsu,  Data  General  AViiON. 


AT&T  GIS  (NCR)  3000,  IBM  RS/6000.  IBM  PC 
and  Sun  systems.  Version  3 of  Chess  is 
Microsoft  Windows  3.1  compatible. 

• MDIS  North  America  is  a Complementary 
Software  House  for  DEC  and  a Premier 
Solutions  Provider  for  HP. 

Chess  modules/features  include  the  following: 

• Manufacturing  Management 

- Master  Production  Scheduling 

- Available-to-Promise  Visibility 

- Rough-Cut  Resource  Planning 

- Material  Requirements  Planning 

- Detail  Capacity  Planning 

- Multiple  Cycle  What-if  Analysis  Planning 

- Finite  or  Infinite  Capacity  Loading 

- Shop  Floor  Control 

- Load  Profile  Analysis 

- On-line  Dispatch  List 

- Discrete  Work  Orders 

- Repetitive  Production  Scheduling 

- Physical  Inventory  and  Cycle  Counting 

- Alternate  BOM  & Routing  Configurations 

- Date  Effectivity  Controls  for  BOM.  Routings 
and  Capacities 

- Bills  of  Material  Linked  to  Manufacturing 
Routings 

- Enterprise  Item  Master  and  Product  Catalog 

- Item  Planning  Parameters  by  Division 

- Automatic  Unit-of-Measure  Conversion 

- Lot  and  Serial  Number  Control 

• Distribution  Management 

- Multinational  Sales  Order  Entry 

- Flexible  Table  Driven  Pricing  & Discounting 

- Features  & Options  Configurator 

- Sales  Analysis 

- Sales  Quotations 

- Multi-Location  Customer  Profile 

- Integrated  Forecasting 

- Purchase  Orders 

- JIT  Receiving 

- Return-to- Vendor  Processing 
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- Blanket  Orders 

- Purchase  Requisitions 

- Vendor  RFQs  and  Quotations 

- Multi-Location  Vendor  Profile 

- Contract  Purchase  Order  Releases 

- Automated  Vendor  Allocations 

• Financial  Management 

- Financial  Integration  Management 

- Automatic  Journal  Entry  Generation 

- General  Ledger 

- Multi  Company/Division 

- Multiple  Currencies 

- Budgets  and  Outlooks 

- Financial  Report  Writer 

- Integrated  Sales  Order  Billing 

- Accounts  Receivable 

- Automatic  Credit  Checking 

- Accounts  Payable 

- JIT  Pay  on  Receipt 

- Deferred  Vouchering 

- Standard  or  Average  Costing 

- Multilevel  Cost  Roll-up 

• Technical 

- The  Enternal  Interface  Facility  permits 
integration  with  various  third-party  products 
for  electronic  data  interchange,  office 
automation,  computer-integrated 
manufacturing,  electronic  funds  tranfer,  factory 
data  collection  and  PC  applications. 

- User  View  is  a data  reporting  tool  for  creating 
on-line  inquiries  or  printed  reports  using  data 
from  any  Chess  applications. 

Pricing  depends  on  the  platform  and  modules 
chosen.  Manufacturing  Management  products 
range  in  price  from  $25,000  to  $150,000. 
Distribution  Management  products  range  in  price 
from  $15,000  to  $100,000.  Financial  Management 
products  range  from  $5,000  to  $50,000. 

There  are  currently  more  than  200  Chess  customers 
worldwide. 


Support  services  provided  for  Chess  include  the 
following: 

• Telephone  support  (via  800  lines)  is  provided  for 
customer  questions  and  problems. 

• Ongoing  training  courses  are  available  at  the 
MDIS  North  America  headquarters  and  in  four 
regional  offices  for  $250  a day.  On-site  training 
is  also  available  tor  $1,000  a day.  Training  can 
be  targeted  to  executive,  middle  management, 
users  or  systems  or  operations  personnel. 

• Project  planning,  implementation,  customization 
and  consulting  services  are  also  available. 

PRO-IV 

PRO-IV  is  an  enterprise  rapid  application 
development  (RAD)  system  used  by  value-added 
resellers  to  create  mission  critical  applications  for  a 
variety  of  markets,  including  banking,  insurance, 
distribution,  government,  library  systems  and 
manufacturing. 

PRO-IV  runs  on  IBM  9370,  4300  and  30xx  systems 
under  VSE,  MVS,  CICS. 

There  are  currently  more  than  1,500  PRO-IV 
installations  worldwide. 

Clients 

A sample  ot  MDIS  North  America  clients  (by 
product  line)  follows: 

Chess — Avery-Dennision,  Caterpillar,  Carrier 
Corp..  Eaton  Corp.,  Hughes  Aircraft,  Keystone 
Valve,  New  Venture  Gear,  Niagara  Envelope,  Otis 
Elevator  Co.,  Teledyne  Advanced  Materials  and 
Thomas  Industries. 

PRO-IV — CSC  Intelicom,  Health  Care  Data 
Services,  Insurers  Computer  Services,  Kawasaki 
Motors-USA,  OmniVision,  Paragon,  Price- 
Waterhouse  and  Wall  Street  Systems. 
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Marketing  and  Sales 

MDIS  North  America  markets  and  supports  the 
PRO-IV  and  Chess  products  in  the  U.S.,  Canada, 
Latin  America  and  the  Far  East  through  a direct 
sales  force  operating  out  of  offices  in  Los  Angeles 
and  distributors  in  Latin  America  and  the  Far  East. 

The  PRO-IV  and  Chess  products  are  marketed  in 
other  geographic  markets  through  MDIS. 

Alliances 

MDIS  North  America  has  a range  of 
alliances/marketing  agreements/partnerships  with 
Sybase,  Microsoft,  Sun,  DEC,  IBM,  HP,  Data 
General,  Oracle,  Radley  (Automotive),  Garg  Data 
International  (Software  Services)  and  Intelligent 
Query  (IQ). 

Competitors 

The  major  competitors  for  the  Chess  product 
include  System  Software  Associates,  Computer 
Associates,  qad.inc,  SAP  America  and  Baan 
International. 

The  major  competitors  of  the  PRO-IV  product  are 
Progress,  PowerBuilder,  Antares,  Huron  and 
Synon. 

Assessment 

MDIS  North  America's  strengths  include: 

• Solid  history  of  providing  technology  solutions 
to  industry 

• International  presence  with  service  and  support 

• Growth  based  on  customer's  business  success 
using  the  company’s  products 

Challenges  over  the  coming  year  include: 

• Integration  of  new  technologies — GUI  and 
client/server— into  existing  customer  base 

• Ability  to  manage  anticipated  revenue  growth 
from  new  corporate  emphasis  on  the  U.S.  market 


• Expansion  into  new  global  territories,  including 
China  and  India 


Parent  Company 

McDonnell  Information  Systems 
Marylands  Park  South  Boundary  Way 
Hemel  Hempstead 
Herts.  HP2  7HU 
U.K. 

Phone:  44  442  232  424 
Fax:  44  442  564  54 
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Mead  Data  Centra! 


President : Rodney  L.  Everhart 

9393  Springboro  Pike 

P.O.  Box  933 

Dayton,  OH  45401-0933 

Phone:  (513)  865-6800 

Fax:  (513)  865-6937 


/ 





Status: 

Parent: 

Employees: 

Revenue: 

Fiscal  Year  End: 


Division 
The  Mead  Corporation 
3,700  (12/93) 
$551,300,000 
12/31/93 


Key  Points 

• Mead  Data  Central  (MDC)  is  one  of  the 
leading  U.S.  network  services 
companies,  and  one  of  the  top  five  to 
offer  legal  information  in  addition  to 
news  and  business  information. 

• MDC’s  total  1993  revenue  reached 
$551.3  million,  a 11%  increase  over  1992 
revenue  of  $494.8  million.  The  company 
reported  pretax  profits  of  $50.4  million. 


In  May  1994,  the  parent  company  Mead 
Corporation  announced  its  intent  to 
divest  its  electronic  information 
operation  (MDC)  in  order  to  concentrate 
on  its  core  paper  and  forest-products 
business. 

In  1993,  MDC,  along  with  AT&T 
EasyLink  Services,  launched  a service 
called  PUBCITE  that  allows  AT&T’s 
E-mail  subscribers  to  retrieve  the  full 
text  of  articles  from  14  publications 
within  24-hours  using  MDC’s  NEXIS 
service. 

In  May  1993,  MDC  announced  that  it 
had  selected  NCR  Corporation  as  its 
technology  partner,  to  assist  the 
company  in  moving  existing  applications 
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off  mainframes  to  a client/server 
environment. 

• In  April  1993,  Mead  Corporation 
announced  that  Rodney  L.  Everhart  had 
been  named  president  of  MDC. 

Everhart,  who  was  controller  of  the 
corporation,  had  served  as  acting 
president  of  MDC  since  November  1992. 

Company  Description 

Mead  Data  Central  (MDC)  provides  a 
series  of  on-line  database  electronic 
information  services  to  more  than  650,000 
users  worldwide.  The  company's  primary 
offerings  include  LEXIS®  and  NEXIS®, 
the  world's  leading  full-text,  on-line,  legal, 
news  and  business  information  services 

• MDC  began  as  the  Data  Corporation,  a 
computer  software  company  acquired  by 
Mead  Corporation  in  1968.  MDC  was 
made  a separate  division  of  the  Mead  in 
1970,  and  incorporated  as  a subsidiary 
in  1985. 

• The  parent  company,  Mead  Corporation, 
is  a $4.8  billion  global  forest  products 
and  electronic  publishing  company 
headquartered  in  Dayton  (OH),  with 
offices  and  operations  in  30  countries. 

Structure  and  Operations 

Headquartered  in  Dayton  (OH),  MDC  is 
currently  organized  into  the  following 
subsidiaries  and  divisions: 

• LEXIS  Document  Services  (LDS),  based 
in  Springfield  (OH),  was  acquired  in 
January  1988  as  Illinois  Code  Company 
and  operates  as  a division  of  MDC. 


- LDS  provides  a nationwide  manual 
filing,  retrieval  and  search  service  for 
hardcopy  public  corporate  documents, 
such  as  Uniform  Commercial  Code 
hens,  incorp oration  records  and  tax 
hens  filed  in  any  U.S.  state  or  county. 

• The  Michie  Company,  headquartered  in 
Charlottesville  (VA)  was  acquired  in 
December  1988  and  operates  as  a 
division  of  MDC. 

- Michie  is  a legal  pubhsher  of 
regulatory  materials,  treatises,  state 
statutes  and  other  legal  reference 
material  in  books  and  CD-ROM. 

• Jurisoft,  headquartered  in  Cambridge 
(MA),  was  acquired  in  February  1989 
and  operates  as  a division  of  MDC. 

- Jurisoft  develops  and  markets  legal 
software,  including  the  CheckCite™, 
CiteRite  II™,  Full  Authority™, 
CompareRite™  and  LegalVIEWS™ 
packages. 

• Folio  Corporation,  headquartered  in 
Provo  (UT),  was  acquired  in  December 
1992  and  operates  as  a whohy  owned 
subsidiary  of  MDC. 

- Foho  develops  and  markets 
information  retrieval  software, 
including  Foho  VIEWS®  and  Foho 
MAILBAG®,  for  use  on  PCs  , LANs 
and  as  a CD-ROM  platform. 

Company  Strategy 

MDC  is  focusing  on  becoming  customer- 
driven.  It  is  introducing  new  products  and 
enhancing  existing  products  in  order  to 
make  its  services  easier  to  use. 
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The  company  is  planning  on  replacing  its 
mainframe  with  a new  system  as  well  as 
utilizing  CD-ROM  technology.  The 
company  is  reorganizing  LEXIS  around 
user  segments.  This  is  designed  to  help 
MDC  respond  quickly  to  the  changing 
needs  of  its  customers  more  quickly. 

MDC  is  targeting  new  businesses  while 
strengthening  its  relationships  with 
existing  customers. 


Mead  Data  Central,  Inc. 
Five-Year  Financial  Summary 
($  Millions) 


Fiscal  Year 

Item 

1993 

1992 

1991 

1990 

1989 

Revenue 

$551.3 

$494.8 

$469.5 

$440.1 

$401.5 

• Percent  increase  from 

previous  year 

11% 

5% 

7% 

10% 

30% 

Earnings  (loss)  before  taxes 

$50.4 

$41.4 

$38.2 

$27.8 

$36.9 

• Percent  increase  (decrease) 

from  previous  year 

22% 

8% 

37% 

(25%) 

8% 

Financials 

Total  1993  revenue  reached  $551.3 
million,  an  11%  increase  over  1992 
revenue  of  $494.8  million.  Earnings 
before  income  taxes  rose  22%,  from  $41.4 
million  in  1992  to  $50.4  million  in  1993.  A 
five-year  financial  summary  follows: 


MDC’s  1993  sales  were  led  by  sales  of 
business  information  services.  Earnings 
were  at  $50.4  million  due  to  investments 
that  were  made  to  enhance  the  features 
and  functionality  of  its  services,  new 
product  development  and  costs  associated 
with  sales  force  restructuring. 

MDC  attributed  its  double-digit  sales 
growth  and  strong  earnings  to: 

• Reduced  costs 

• New  product  introductions 

• Improved  results  from  the  strengthening 
of  its  sales  force 


Market  Financials 

MDC  derives  its  revenue  from  a variety  of 
subscribers,  including  law  firms  and  law 
schools,  corporations,  government 
agencies,  courts,  publishers,  journalists, 
broadcasters,  accountants,  financial 
analysts,  librarians  and  other 
professionals.  More  than  650,000  active 
users  subscribe  to  the  LEXIS  and  NEXIS 
services. 

Revenue  Analysis  by  Product  Line: 

INPUT  estimates  that  approximately  90% 
of  MDC's  revenue  is  derived  from  on-line 
electronic  information  services,  CD-ROM 
information  services,  software  products 
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and  manual  search  and  retrieval  services. 
The  remaining  10%  is  from  legal 
publications. 

Geographic  Markets 

INPUT  estimates  that  approximately  92% 
of  MDC's  1993  revenue  was  derived  from 
the  U.S.  and  the  remaining  8%  from  other 
international  sources. 

Employees 

As  of  December  1993,  MDC  and  its 
subsidiaries  had  approximately  3,700 
employees.  The  company  currently  has 
about  3,700  employees. 

Key  Products  and  Services 

There  are  nearly  5,000  databases  between 
the  LEXIS  and  NEXIS  services  and  more 
than  503  billion  characters  on-line.  More 
than  2.5  million  documents  are  added 
each  week  to  the  more  than  322  million 
documents  online. 

LEXIS,  introduced  in  1973,  is  a computer- 
assisted  legal  research  service.  It  contains 
major  archives  of  federal  and  state  case 
law,  updated  statutes  of  all  50  states  and 
state  and  federal  regulations. 

• The  LEXIS  service  has  45  specialized 
libraries  covering  virtually  every  field  of 
practice,  including  tax,  securities, 
banking,  environmental,  energy, 
international  and  public  records. 

• The  service  contains  libraries  of  English, 
French  and  Canadian  law,  and  other 
legal  materials  from  Australia,  New 
Zealand,  Ireland  and  Scotland. 

• LEXIS  also  contains  a Hot  Topics  library 
that  provides  summaries  of  legal  and 


regulatory  developments  within  nearly 
40  practice  areas. 

• Research  tools  available  on  the  LEXIS 
service  include  an  on-line  Guide 
providing  detailed  descriptions  of  all 
NEXIS  and  selected  LEXIS  libraries, 
Shepard's®  and  AutoCite®  citation 
services,  the  FOCUS™  keyword  search 
feature,  plus  other  software  solutions 
from  its  Jurisoft  division. 

• A subscriber  to  the  LEXIS  services  also 
receives  NEXIS  and  its  related  services. 

NEXIS,  introduced  in  1979,  is  a full-text 

news  and  business  information  service' 

with  more  than  2,300  full-text  sources  on- 
line. 

• Domestic  news  sources  include  The  New 
York  Times,  The  Washington  Post,  Los 
Angeles  Times,  Business  Week,  Fortune 
and  The  Economist. 

• International  business  information  and 
news  sources  include  news  services 
TASS,  Agence  France/Presse,  Kyodo, 
Deutsch  Press  Agency,  Xinhua,  AP,  UPI 
and  Reuters. 

• In  addition,  the  NEXIS  service  contains 
more  than  2,000  sources  of  abstracts 
including  The  Wall  Street  Journal. 

• Broadcast  transcripts  available  on-line 
include  CNN,  National  Public  Radio 
news,  MacNeil-Lehrer  News  Hour,  ABC- 
TV  news  and  official  Kremlin 
International  News  Broadcasts. 

• The  service  is  used  by  a range  of 
professionals  in  corporations,  marketing, 
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advertising  and  public  relations 
professionals,  investment  banks,  law 
firms,  libraries  and  the  news 
departments  of  print  and  electronic 
media. 

The  following  services  are  provided  with  a 

subscription  to  the  NEXIS  service: 

• The  LEXIS©  Financial  Information™ 
Service  (formerly  the  EXCHANGE) 
provides  U.S.  and  international  business 
and  financial  news,  SEC  filings, 
brokerage  house  research  reports  from 
the  INVESTEXT®  database,  private 
company  market  share  information  and 
real-time  and  historical  stock  quotes 
from  all  North  American  exchanges. 

• The  LEXIS®  Country  Information™ 
Service  contains  international  news  and 
country  analysis  reports  by  country, 
region  and  topic.  It  also  offers  the 
ALERT  library,  which  carries  news 
updated  every  three  hours. 

International  files  can  be  searched  all  at 
once,  individually  or  by  the  following 
regions:  Asia/Pacific,  Middle 

East/ Africa,  North/South  America  and 
Europe. 

• The  Associated  Press  Political  Service 
(APOLIT),  contains  information  on 
elections,  political  issues,  polls  and 
candidates. 

• The  National  Automated  Accounting 
Research  System  (NAARS)  provides 
accounting  materials  including  annual 
reports  of  public  corporations  and 
government  entities  and  reports  of  the 
American  Institute  of  Certified  Public 
Accountants. 


• The  MEDIS®  service  offers  full-text 
medical  information  from  the 
publications  of  the  American  Medical 
Association,  the  American  Society  of 
Hospital  Pharmacists,  the  National 
Cancer  Institute  and  FDC  Reports  Inc. 

It  also  contains  Medline®,  a 
bibliographic  database  produced  by  the 
National  Library  of  Medicine  which 
indexes  over  3,600  medical  journals,  and 
information  on  disease,  trauma,  drugs 
and  poison  available  from  Micromedex, 
Inc. 

• The  LEXPAT™  Service  contains  the  full- 
text  of  patent  and  trademark 
information  for  over  1.5  million  U.S. 
patents  issued  since  1975. 
Approximately  75,000  new  patents  are 
added  each  year — usually  within  four 
days  of  issue. 

MDC’s  pricing  for  LEXIS  and  NEXIS  is 

based  on  the  following: 

• The  price  of  each  search  is  based  on  the 
value  and  amount  of  information  in  the 
file  or  group  of  files  accessed. 

• Average  prices  per  search  range  from 
$16  to  $41. 

• Connect  charges  (for  searching,  reading, 
scanning  or  printing  on-line)  are  $26  to 
$33/hour,  plus  telecommunications  costs 
($  13/hour).  Off-line  printing  charges  on 
high-speed  printers  leased  to 
subscribers  are  2 cents  to  7 cents  (most 
are  2 cents)  per  line. 

• Standard  monthly  subscription  rates  are 
$125  for  LEXIS  and  $50  for  NEXIS. 
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• A subscription  to  LEXIS  includes  access 
to  NEXIS. 

• Numerous  custom  pricing  plans  are 
available  based  on  hourly,  transactional 
and/or  flat-rate  monthly  charges. 

MDC  also  offers  other  network  services  as 

follows: 

•The  ECLIPSE™  feature  is  an  electronic 
clipping  service  that  automatically 
reports  new  materials  that  correspond  to 
a saved  search  request.  The  reports  can 
be  printed  daily,  business  days  only, 
weekly  or  monthly. 

• The  LEXDOC™  service  allows 
subscribers  to  order  copies  of  public 
records  documents  retrieved  from  any 
jurisdiction — state  or  local — in  the  U.S. 
Public  records  filed  in  Canada  and  the 
Virgin  Islands  are  also  available. 

• LEXIS™  Public  Records  Online  Service 
provides  on-line  access  to  information 
from  selected  states  about  real  and 
personal  property  assets,  Uniform 
Commercial  Code  (UCC)  hens,  secretary 
of  state  corporation  filings,  a verdicts 
and  settlements  library  and  court 
indices  and  dockets. 

• LEXIS®  Private  Database  Sex-vices  can 
provide  or  build  litigation  support  files, 
private  libraries  or  other  proprietary 
databases  for  law  firms  and 
corporations. 

• LEXIS®  EXPRESS™  and  NEXIS® 
EXPRESS™  provide  nonsubscibers  with 
search  and  retrieval  services. 

Documents  are  sent  via  facsmile 


transmission,  overnight  or  first-class 
mail. 

• LEXIS®  Document  Services  provides 
nationwide  access  to  searching  and  fifing 
of  hardcopy  Uniform  Commercial  Code 
(UCC),  corporate,  tax  lien  and  judgment 
documents. 

New  products/services  introduced  in  1993 

include: 

• LegalVIEWS — An  infobase  technology 
package  that  allows  legal  professionals 
to  store  and  catalog  different  types  of 
legal  information  in  easy-to-access, 
uniform  infobase  files. 

• FREESTYLE™ — Enables  users  to  search 
the  databases  using  natural  language 
rather  than  boolean  logic. 

• FINDER® — A library  of  current 
addresses,  phone  numbers  and 
demographic  data  on  1 1 1 million 
individuals  which  helps  attorneys  locate 
heirs,  witnesses  and  parties  in  legal 
actions. 

• TOPNWS  (Top  News) — A library 
featuring  a maximum  of  two  weeks  of 
data  and  containing  information  from 
over  40  key  sources  of  worldwide  news 
available  on  the  NEXIS  service, 
including  three  new  wire  services— the 
Associated  Press  (AP)  Executive 
Morning  Briefing,  the  AP  International 
Service/WorldStream  and  the  AP  Online 
Service. 

• CAREER — A library  for  graduating  law 
students  and  unemployed  attorneys  that 
provides  access  to  possible  job  leads. 
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• PUBCITE — Developed  by  AT&T 
Easy  Link  Services  and  MDC,  it 
streamlines  information  retrieval, 
providing  the  full  text  of  selected  articles 
within  24-hours  via  AT&T  Mail. 

• EASY  SEARCH™— A library  that 
contains  menus  and  screen  prompts  to 
assist  the  user  in  formulating  a search 
request. 

• In  March  1994,  the  Jurisoft  division  of 
MDC  announced  a new  service 
organization — the  Professional  Services 
Group.  This  group  offers  consulting 
services — Integrated  Solutions  and 
focuses  on  three  areas: 

- Legal  Information  Technology  Services 

- Legal  Practice  Management  Consulting 

- Training  and  Education  Services 

• In  September  1993,  MDC  introduced  the 
LEXIS  Faxline — a toll-free,  automated, 
fax-on-demand  system  which  provides 
immediate  access  to  documents  via 
touch-tone  telephone  and  fax  machine. 

Clients 

MDC’s  services  are  used  by  lawyers, 
accountants,  financial  analysts, 
journalists,  public  relations,  marketing 
and  information  specialists  and  other 
professionals. 

Marketing  and  Sales 

MDC  serves  customers  in  more  than  50 
countries  and  has  over  50  sales  offices  in 
the  U.S.,  as  well  as  offices  in  London, 
Toronto  and  Zurich. 


Alliances 

In  March  1994,  MDC  announced  the 
formation  of  a joint  venture  with 
American  Lawyer  Media.  Lexis  Counsel 
Connect  combines  Counsel  Connect’s 
communications-intensive  on-fine  service 
with  MDC's  databases,  LEXIS  and 
NEXIS.  This  service  offers  court  decisions 
and  documents,  and  lawyers  can  discuss 
legal  developments  on-line. 

In  May  1993,  MDC  selected  NCR 
Corporation  as  its  business  partner  for 
three  initiatives: 

• To  assist  in  re-engineering  the 
LEXIS/NEXIS  services 

• To  manage  MDC's  internal  information 
systems  infrastructure  and  campus-wide 
network 

• To  facilitate  access  to  the  LEXIS/NEXIS 
on-line  services. 

Competition 

MDC's  major  competitors  by  service  area 
include  the  following: 

• LEXIS:  West  Publishing  Company 
(WESTLAW) 

• NEXIS:  Dow  Jones  News  Retrieval, 
DIALOG  Information  Services, 

VU/TEXT  and  BRS 

• LEXIS  Financial  Information  Service: 
Dow  Jones  News  Retrieval  and  Investext 
(Business  Research  Corporation) 
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INPUT  Assessment 

MDC's  major  strength  is  its  position  in  the 
legal  market  with  LEXIS.  The  company 
pioneered  the  field  of  computer-assisted 
legal  research  in  the  early  1970s.  The 
legal  profession,  currently  MDC's  largest 
market,  has  tripled  in  size  since  the 
introduction  of  the  LEXIS  service  in  1973. 

MDC  faces  the  challenge  of  being  more 
responsive  to  needs  of  customers  who  are 
rapidly  moving  to  full  automation  and 
integrating  their  own  technology. 

A possible  threat  to  MDC's  on-line  services 
business  is  the  growing  emphasis  on  the 
CD-ROM  technology  and  the  low-cost  PCs 
that  operate  the  CD-ROM. 


Parent  Company 

The  Mead  Corporation 
Courthouse  Plaza  Northeast 
Dayton,  OH  45463 
(513)  495-6323 


Page  8 of  8 


©INPUT  1994.  Reproduction  prohibited. 


Mead  Data  Central,  Inc. 

June  1994 


INPUT 


COMPANY 

PROFILE 


MEDIA  CYBERNETICS,  INC. 


8484  Georgia  Avenue 
Silver  Spring,  MD  20910 
Phone:  (301)495-3305 
Fax:  (301)495-5964 


President: 

Status: 

Total  Employees: 
Total  Revenue: 
Fiscal  Year  End: 


William  E.  Strum 
Private  Corporation 


42  (11/93) 
$4,000,000* 
12/31/93 


* Company  estimate 


Key  Points 


Media  Cybernetics  has  provided  image-intensive  solutions  for  more 
than  12  years  in  three  major  areas:  analytical  imaging;  desktop 
publishing  and  imaging;  and  software  development. 

The  company's  products  include  Image-Pro  Plus,  a high-end  imaging 
package  that  has  the  largest  installed  user  base  of  any  imaging 
product  on  the  market,  and  HALO  Desktop  Imager,  an  award- 
winning Windows  imaging  utility. 

In  order  to  stay  competitive,  the  company  is  expanding  its  product 
line  to  include  multimedia  capabilities  while  continuing  to  improve 
its  current  image-intensive  solutions. 
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Description 

MEDIA  CYBERNETICS,  INC.  INPUT 

Media  Cybernetics,  founded  by  William  E.  Strum  in  1981,  develops  and 
markets  image  processing  and  graphics  software  products  for  users  and 
software  developers. 

Clients  in  private  business,  government  agencies  and  universities  use 
Media  Cybernetics'  products  to  solve  a range  of  problems  in  working 
with  digital  images. 

Media  Cybernetics  markets  its  products  worldwide  through  various 
sales  and  distribution  channels. 

Strategy 

Media  Cybernetics'  strategy  is  to  provide  image  enabling  tools  and 
technology  to  large  corporations,  OEMs,  and  system  integrators  as  well 
as  offering  custom  development.  The  company's  user  products  are 
mainly  distributed  through  direct  mail  campaigns. 

Financials 

Media  Cybernetics'  1993  revenue  is  estimated  at  $4  million,  up  from 
1992  revenue  of  approximately  $3.5  million. 

Market  Financials 

Media  Cybernetics'  products  are  targeted  to  users,  OEMs,  VARs,  — ^ 

system  integrators  and  software  developers. 

Industries  targeted  include  corporations  in  any  industry,  specifically 
those  interested  in  image  processing,  as  well  as  the  scientific 
community,  research  and  development  companies,  government 
laboratories,  manufacturing  and  forensics  facilities. 

Geographic 

Markets 

Approximately  75%  of  Media  Cybernetics'  revenue  is  from  North 
America  and  25%  from  other  sources,  including  Europe,  South 
America,  Asia  and  some  Eastern  Block  countries. 

Operations/ 

Structure 

Media  Cybernetics  is  headquartered  in  Silver  Spring  (MD)  and  has 
sales  offices  in  Santa  Clara  (CA)  and  Seattle  (WA). 

Employees 

As  of  November  1993,  Media  Cybernetics  had  42  employees, 
segmented  as  follows: 

o 
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Marketing 

2 

Sales 

6 

Customer  service 

2 

Technical  support 

3 

Research  and  development 

20 

Administrative 

9 

42 

Key  Products 
and  Services 


Media  Cybernetics  develops  and  markets  imaging  and  graphics 
software  for  users  and  software  developers. 

Desktop  Imaging  Applications: 

HALO  Desktop  Imager  is  a Windows  desktop  imaging  utility  for 
capturing,  enhancing,  converting  and  printing  high  quality  images.  As  a 
tool  for  business  professionals,  Desktop  Imager  facilitates  adding 
professional  images  to  reports  and  documents.  A range  of  imaging 
tools  are  included  as  well  as  support  for  Kodak  Photo  CD,  TWAIN 
scanners,  file  format  conversions,  OLE,  text  and  JPEG  compression. 

Dr.  HALO  IV  Paint  and  Imaging  Pak  is  a set  of  graphics  and  imaging 
programs  for  creating,  editing  and  enhancing  images  from  virtually  any 
source.  The  Imaging  Pack  includes  Dr  HALO  IV,  a paint  program  with 
special  effects  such  as  gradient  fills;  Viewer,  a multifunction  display  and 
file  conversion  utility  with  BMP,  PCX,  TIFF,  TGA  and  HALO  CUT 
file  support,  and  also  saves  files  in  IMG  and  MSP;  Presents,  a slide 
show  creation  program  for  desktop  presentations;  Grab,  a screen 
capture  utility;  and  Front  Editor  for  customizing  fonts,  symbols  or 
logos. 

HALO  F/X  is  gray  scale  image  editing  software  for  DOS  that  supports 
all  the  popular  scanner,  display  devices  and  printers.  Users  can 
perform  precise  touchups  to  photos  with  more  than  35  brush  shapes. 

Analytical  Imaging  Applications: 

Image-Pro  Plus  is  quantitative  image  analysis  software  for  black-and- 
white,  gray  scale  and  color  images.  Users  can  capture  images  through  a 
microscope,  scanner,  camera  or  file;  enhance,  count,  measure,  derive 
statistical  data;  then  save,  output  to  spreadsheet  or  print  quality  images. 
The  product  is  available  for  Windows,  DOS  and  UNIX. 

Development  Tools: 

HALO  Image  File  Format  Library  is  a collection  of  object  libraries 
(DOS)  and  Dynamic  Link  Libraries  (Windows)  that  adds  image  file 
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Clients 


Marketing 
and  Sales 


reading  and  writing  to  applications.  The  product  works  with  Borland 
C++,  Turbo  C,  Turbo  C++,  and  Microsoft  C. 

HALO  Professional  is  a graphics  tool  kit  that  allows  developers  to 
incorporate  professional  graphics  into  their  applications.  The  product 
helps  professional  developers  solve  problems  associated  with  creating 
large,  complex  applications  and  lets  programmers  write  applications 
that  run  in  protected  mode.  HALO  Professional  provides  support  for 
DOS  extenders,  popular  devices  and  contemporary  languages. 

HALO  Imaging  Library  (HIL)  is  a multiplatform  tool  kit  for  adding 
advanced  imaging  capabilities  to  applications.  The  product  has  a 
platform  independent  Application  Programming  Interface  allowing 
seamless  portability  and  is  available  for  Microsoft  Windows,  OS/2, 
Macintosh,  Motif  and  OPEN  LOOK.  The  HIL  enables  C programs  to 
read  and  store  image  files  in  several  file  formats,  and  manage  and 
manipulate  images.  The  product  is  targeted  at  developers  of  desktop 
imaging  applications  that  would  include  features  found  in  applications 
such  as  the  HALO  Desktop  Imager. 

HALO  Advanced  Imaging  Library  (HAIL)  contains  a set  of  functions 
for  advance  image  processing,  analysis  and  morphological  processing, 
and  can  be  used  to  build  advanced  scientific  image  processing 
applications.  HAIL  addresses  the  needs  of  imaging  VARs  and  OEMs 
for  creating  and  marketing  analytic  imaging  applications.  It  is  also  a 
requisite  for  researchers  who  wish  to  develop  proprietary  experimental 
protocols. 


Media  Cybernetics  clients  include  Polaroid,  Kodak,  Microsoft, 
Logitech,  NIH,  the  FBI  and  other  government  agencies. 


In  North  America,  Media  Cybernetics'  revenue  is  from  OEM  bundling, 
direct  mail  and  custom  development  services. 

Outside  North  America,  revenue  is  derived  primarily  from  dealers. 

User  products  are  mainly  distributed  through  direct  mail  campaigns. 
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Alliances 


Competitors 


Media  Cybernetics  has  alliances  with  various  manufacturers  and 
developers.  The  company  has  developed  products  or  entered  co- 
marketing  agreements  with  such  companies  as  Xerox,  Ford,  Lockheed, 
Software  Publishing  Corporation,  Logitech,  Eastman  Kodak,  American 
Airlines  and  NEC. 


Media  Cybernetics'  competitors  include  companies  that  produce  image 
editing  software  (Photoshop  and  Photostyler),  analytical  image 
processing  software  (Data  Translation  and  Jandel)  and  imaging  tools 
(AccuSoft). 
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Medical  Information 
Technology,  Inc. 


Chairman:  A.  Neil  Pappalardo 

President:  Lawrence  A.  Polimeno 

MEDITECH  Circle 


MEDITECH 


Westwood,  MA  02090 


Phone:  (617)  821-3000 

Fax:  (617)  329-9977 


Status:  Private 

Employees:  1,500  (1/96) 

Revenue:  $143,700,000 

Fiscal  Year  End:  12/31/96 


Key  Points 

• Medical  Information  Technology,  Inc. 
(MEDITECH),  provides  applications 
software  products  to  the  health  care 
industry. 

• Recent  new  product  announcements  include: 

- Practice  Management 

- Home  Health  Care 

- Managed  Care 


• MEDITECH  unveiled  its  Handheld  Point-of- 
Care  Computer  at  the  HIMMS  1993 
Conference.  The  system  allows  health  care 
providers  to  view  patient  data  and  document 
patient  care  at  the  bedside  using  a device 
about  the  size  of  a television  remote  control. 

• MEDITECH's  Optical  Disk  Archiving  system 
stores  and  retrieves  information  from 
MEDITECH  HIS  and  from  sources  outside 
the  MEDITECH  system.  This  system 
provides  direct  data  storage  and  retrieval, 
document  scanning  and  image  storage, 
jukeboxes  and  platters. 

• MEDITECH’s  Executive  Support  System 
(ESS)  offers  hospital  executives  and 
department  managers  a powerful  tool  with 
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which  to  gather  and  analyze  information 
from  multiple  hospital  databases.  ESS 
offers  summary  and  detail  information  from 
all  departments,  historical  information, 
standard  and  individualized  reports, 
comparative  data  and  period  analysis 
capabilities,  as  well  as  a graphical  user 
interface. 

• MEDITECH  also  offers  access  to  an 
integrated  display  of  patient  information. 
This  option  is  called  the  Patient  Care 
Inquiry  option  (PCI). 

Company  Description 

MEDITECH.  founded  in  1969,  provides 
applications  software  products  to  the  health 
care  industry.  The  company  licenses  its 
financial,  clinical,  administrative  and  patient 
care  applications  to  hospitals  and  their 
affiliates,  including  clinics,  physician's  offices, 
nursing  homes,  home  health  care  agencies, 
and  independent  labs. 

Organization  and  Structure 

In  addition  to  its  headquarters  in  Westwood 
(MA),  MEDITECH  has  offices  located  in 
Canton,  Cambridge  and  Norwood  (MA). 


Company  Strategy 

MEDITECH  has  moved  ahead  to  address  two 
significant  opportunities  in  the  health  care 
market:  point-of-care  integration  of  patient 
information  and  integrated  information 
systems  for  outpatient  care  networks. 

In  1993,  MEDITECH  announced  a new  POC 
device,  a handheld  computer  that  uses  point 
and  select  hierarchical  menus  to  combine 
patient  information  retrieved  from  the  main 
system.  The  system  is  capable  of  holding  data 
from  10  to  20  patients  and  is  priced  at  $500. 

MEDITECH  has  expanded  its  established 
client  base  in  hospitals  to  diversify  to  hospital 
affiliates.  MEDITECH  HIS  affiliates  include 
physicians’  offices,  outpatient  clinics,  home 
health  care  agencies,  and  reference 
laboratories. 

Financials 

Total  1995  revenue  reached  $143.7  million,  a 
16%  increase  over  1994  revenue  of  $124.1 
million.  A five-year  revenue  summary  follows: 


MEDITECH 

Five-Year  Revenue  Summary 

($  Millions) 


Fiscal  Year 

Item 

1995 

1994 

1993 

1992 

1991 

Revenue 

$143.7 

$124.1 

$105.3 

$92.3 

$78.0 

• Percent  change  from 
previous  year 

16% 

18% 

14% 

18% 

13% 
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Revenue  Analysis  by  Product /Service 
One  hundred  percent  of  MEDITECH’s  1995 
revenue  was  derived  from  software  products 
and  associated  support  services. 
Approximately  60%  was  derived  from 
applications  and  systems  software  licenses 
and  40%  from  software  maintenance 
agreements,  education,  and  training. 

Market  Financials 

Approximately  97%  of  MEDITECH’s  1995 
revenue  was  derived  from  the  health  care 
industry  and  the  remaining  3%  from  OEMs 
and  computer  systems  distributors. 

Approximately  850  institutions  use 
MEDITECH’s  products.  Of  these,  95%  are 
hospitals,  2.5%  are  clinics  and  2.5%  are 
prepaid  health  plan  administrators. 

Geographic  Markets 

Approximately  81%  of  MEDITECH’s  1995 
revenue  was  derived  from  the  U.S.,  15% 
from  Canada,  2%  from  Europe,  and  2%  from 
South  America,  the  Near  East  and  the  Far 
East. 

Employees 

As  of  December  31,  1995,  MEDITECH  had 
more  than  1,500  employees.  Currently,  the 
company  has  approximately  1,500 
employees. 

Key  Products  and  Services 

MEDITECH’s  products  run  on  Digital 
Equipment  Corporation  and  Data  General 
minicomputers,  including  the  new  Data 
General  RISC  machines.  Applications 
operate  under  MEDITECH’s  proprietary 
operating  system,  MAGIC,  and  Windows 
NT.  All  software  was  developed  by 
MEDITECH  and  operates  in  an  on-line, 
interactive  mode. 


MEDITECH's  applications  modules  for 
hospital  patient  care  and  clinical, 
administrative,  and  financial  management 
requirements  can  be  used  independently  or 
as  part  of  an  integrated  system,  and  may 
interface  with  applications  from  other 
vendors. 

Patient  care  modules  include  the  following: 

• Admissions/Discharges/Transfers — 
collects  reservation  and  admission  data 
for  inpatients,  outpatients,  emergency 
room  and  surgical  day  care  patients; 
allows  retrieval  of  patients’  demographic 
data  from  previous  visits;  transfers 
demographic  and  insurance  data  to 
inpatient  status  when  required:  and 
produces  on-demand  management  reports 
on  hospital  patient  and  census 
information.  A total  of  633  systems  are 
installed. 

• Medical  Records — an  indexing  system 
that  works  in  conjunction  with  the 
Admissions/Discharges/Transfers  module. 
Medical  Records  retrieves  medical  record 
numbers  of  previously  admitted  patients 
and  assigns  unit  numbers  to  new 
patients;  handles  up  to  one  million  on-line 
record  numbers;  offers  multiple  name 
search  methods;  and  generates  reports  for 
reviewing  a hospital's  medical  record 
activities.  A total  of  631  systems  are 
installed. 

• Case  Mix  Management — an  optional 
feature  sold  with  Admissions/ 
Discharges/Transfers  and  Medical 
Records  modules  that  collects  and  reports 
patient  information  required  by 
prospective  payment  and  PSRO 
regulations;  assigns  DRGs  (diagnostic- 
related  groups)  based  on  assigned  ICD-9 
codes;  and  generates  reports  for 
monitoring  costs  as  reimbursement  limits 
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are  approached,  ensuring  patient  abstract 
completion,  and  analyzing  statistical  case 
mix  and  resource  consumption.  A total  of 
590  systems  are  installed. 

• Nursing — handles  all  clinical  and 
administrative  nursing  functions.  A total 
of  532  systems  are  currently  installed. 

• Community  Wide  Scheduling — maintains 
a master  schedule  for  organizing  each 
"provider,"  either  person,  department,  or 
equipment;  provides  for  ondine 
appointment  scheduhng,  cancehng, 
searching,  or  reviewing;  and  generates 
management  reports  on  available 
providers,  appointment  schedules,  and 
canceled  or  no  show  appointment  lists.  A 
total  of  444  systems  are  currently 
installed. 

• Office  Automation — an  information 
network  for  locating  personnel,  sending 
messages,  and  distributing  mail  within 
the  health  care  institution.  A total  of  522 
systems  are  currently  installed. 

MEDITECH’s  fine  of  clinical  application 

software  includes  the  following  modules: 

• The  Patient  Care  Inquiry  Option — collects 
patients’  clinical  and  administrative  data 
from  departmental  apphcations 
throughout  the  hospital  and  displays  it  by 
individual  patient.  Along  with  a patient's 
demographic  information,  all  past  and 
present  tests  and  procedures,  vital  signs, 
medication,  and  blood  bank  information 
are  displayed  in  tables  and  graphic 
formats.  Reports  entered  in  other 
department  applications  can  also  be 
displayed.  The  Patient  Care  Inquiry 
Option  is  MEDITECH's  precursor  to  an 
ondine,  electronic  medical  record.  A total 
of  526  systems  are  installed. 


• Pharmacy — maintains  patient  profiles 
that  can  be  checked  for  drug  and  allergy 
interactions  and  tracks  drug  usage; 
processes  orders,  schedules  refills,  and 
updates  inventory  levels;  calculates 
dosages  to  be  dispensed,  IV  drip  rates  and 
patient  charges;  and  generates 
management  reports  for  complying  with 
government  regulations.  A total  of  568 
systems  are  currently  installed. 

• Laboratory — a system  for  processing 
patient  laboratory  work  which  generates 
collection  lists,  labels  and  worksheets; 
captures  test  results  for  comparison 
against  normal  ranges  and  displays  result 
trends;  records  patient  charges;  and 
provides  for  on-line  inquiries,  reports,  and 
summaries.  A total  of  665  systems  are 
currently  installed. 

• Radiology — stores  patient  registration 
information,  demographic  data  and  exam 
history  for  on-line  retrieval;  tracks  exam 
status  from  order  entry  through  report 
signing  and  records  charges;  provides  for 
on-line  report  dictation  of  test  results;  and 
generates  management  reports,  including 
status  of  exams,  work  accomplished  per 
day  per  shift,  and  a variety  of  statistical 
reports.  A film  locator  option  is  available 
for  tracking  radiology  films  within  the 
hospital  or  those  borrowed  from  or  on  loan 
to  outside  institutions.  A total  of  477 
systems  are  currently  installed. 

• Microbiology — a system  for  processing 
specimens  and  procedure  orders  in 
various  laboratories  such  as 
mycobacteriology,  bacteriology,  mycology, 
paristology,  virology  and  serology.  The 
system  provides  for  detection  of  isolated 
organisms  for  infection  control;  monitors 
quality  control:  provides  for  on-demand 
inquiries  about  test  results;  includes 
workload  statistics  for  analyzing  staff 
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requirements  for  specimen  processing; 
and  produces  daily  billing  statements, 
revenue  summaries,  and  reports  for 
management.  A total  of  628  systems  are 
currently  installed. 

• Anatomical  Pathology — an  on-line  text- 
handling system  for  recording,  storing, 
searching,  and  reporting  findings  of 
surgical  pathology,  cytology  and  autopsy 
departments.  Daily  billing  transaction 
and  revenue  reports,  workload  reports 
and  other  internal  lab  reports  can  be 
generated.  A total  of  486  systems  are 
currently  installed. 

• Blood  Bank — provides  for  on-line  inquiry 
and  storage  of  data  on  donor  recruitment 
and  donor  history,  cross-match  results, 
antibody  profiles  and  transfusion  data; 
flags  abnormal  test  results;  captures 
charges;  prints  mail-merge  documents 
and  telephone  lists;  issues  patient 
charges;  and  compiles  statistical  reports. 
A total  of  462  systems  are  currently 
installed. 

• Global  Report  Writer  Option — provides  a 
database  searching  tool  for  performing 
statistical  analyses  and  creating  database 
reports.  Features  include  English 
prompts,  on-line  report  definitions  and 
error  checking.  Users  can  create  and 
modify  structured  reports  that  include 
any  patient-related  information  stored  in 
their  MEDITECH  database.  A total  of 
281  systems  are  currently  installed. 

Financial  application  modules  available 

include  the  following: 

• Materials  Management — provides  for 
management  of  equipment  and  supplies 
purchasing  and  receiving,  inventory 
control,  supplies  usage,  equipment 
maintenance,  and  vendor  performance.  It 


also  prints  purchase  orders,  reports  and 
receiving  slips.  A total  of  395  systems  are 
currently  installed. 

• General  Ledger — supports  budgeting  and 
cost  allocation  functions  and  contains  six 
component  parts:  chart  of  accounts  and 
organizational  hierarchy,  bookkeeping, 
inquiry,  general  reporting,  budgeting.and 
cost  allocation.  It  also  includes  a report 
feature  capable  of  monthly  or  quarterly 
account  comparisons  and  a budgeting 
option.  A total  of  459  systems  are 
currently  installed. 

• Billing/ Accounts  Receivable  (B/AR) — 
records  patient  charges,  allows  on-hne 
account  inquiry,  prints  bills  and  claim 
forms,  and  provides  follow-up  and 
management  reports  on  demand.  A total 
of  506  systems  are  currently  installed. 

• Accounts  Payable — maintains  vendor  and 
invoice  information  for  on-line  inquiry; 
controls  check-writing  and  bookkeeping 
functions;  and  allows  direct  user  control  of 
posting,  reporting  and  checking  functions. 
A total  of  451  systems  are  currently 
installed. 

• Fixed- Asset  Accounting — allocates 
depreciation  expenses  of  fixed 
assets — such  as  land,  buildings  and 
movable  assets — among  hospital 
departments  and  forwards  depreciation 
expenses  to  the  General  Ledger  module. 

A total  of  459  systems  are  currently 
installed. 

• Payroll/Personnel — calculates  and  issues 
paychecks  from  employee  time-card 
information,  maintains  on-line  employee 
payroll  and  personnel  data,  controls 
position  openings  and  generates  payroll 
and  personnel  summary  reports.  A total 
of  424  systems  are  currently  installed. 
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• Cost  Accounting — enables  hospitals  to 
compare  the  cost  of  providing  services  to 
the  revenue  received  for  each  DRG  by 
extracting  patient  and  service  unit 
information  from  the  B/AR  module.  This 
information  can  be  used  to  identify 
services  that  are  most  profitable  or 
unprofitable  and  incorporate  the  past  and 
present  volume  and  cost  data  from 
General  Ledger  for  departmental  budget 
preparation  and  decision  making.  A total 
of  159  systems  are  currently  installed. 

Software  is  usually  sold  in  conjunction  with 
hardware  supplied  by  hardware 
manufacturers.  In  effect,  most  users 
receive  a turnkey  system. 

Pricing  of  perpetual  licenses  for  in-house 
software  is  dependent  on  the  size  and  type 
of  installation  required.  Current  prices  are 
available  upon  request  from  MEDITECH. 

MEDITECH's  operating  system,  MAGIC,  is 
a software  environment  for  the 
development  and  operation  of  application 
programs. 

• The  system  includes  an  operating 
system,  a programming  language,  a 
language  interpreter,  a database 
management  system  and  a set  of  utility 
programs.  It  was  developed  as  an 
enhancement  of  the  MUMPS  Operating 
System/Language,  originally  designed 
by  MEDITECH's  founder,  Mr. 
Pappalardo.  MAGIC  is  the  enhanced 
version  of  the  MIIS  Standard  that  also 
supported  microcomputers. 

• MAGIC  has  approximately  850 
installations.  It  is  licensed  directly  by 
MEDITECH.  License  fees,  like  product 
pricing,  are  dependent  on  the  size  and 
type  of  installation. 


Support  Services 

Customers  have  the  option  of  24-hour 
telephone  support  and/or  data  link  services. 

Clients 

MEDITECH  currently  has  850  hospital 
customers  worldwide. 

Previously,  MEDITECH  undertook  custom 
applications  software  development  projects 
for  commercial  and  governmental 
institutions. 

Marketing  and  Sales 

MEDITECH  markets  its  products  through  a 
direct  sales  force  and  through  trade  show 
attendance. 

Alliances 

MEDITECH  is  an  Independent  Software 
Vendor  (ISV)  for  Digital  Equipment 
Corporation  and  Data  General  and  has  a 
close  working  relationship  with  these 
vendors.  Other  hardware  products 
recommended  by  MEDITECH  include  Wyse 
terminals  and  Espirit  hardware. 

Competitors 

MEDITECH’s  major  competitors  include 
hospital  information  systems  firms  and 
laboratory  information  systems  firms,  as 
follows: 

• Hospital  information  systems 
competitors:  Shared  Medical  Systems 
(SMS)  and  HBO  & Company 

• Laboratory  information  systems 
competitors:  Cerner  Corporation  and 
Sunquest  Information  Systems 

INPUT  Assessment 

MEDITECH  is  known  for  its  stability  in  the 
industry  and  is  currently  celebrating  its 
27th  year  in  business.  The  company  offers 
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a comprehensive  product  line  and  provides 
ongoing  system  updates  to  its  customers  at 
no  charge. 

A key  challenge  for  the  company  is 
managing  its  rapid  growth,  addressing  the 


issue  of  open  systems  and  client/server 
technology  relative  to  its  MAGIC 
proprietary  operating  system,  and 
continuing  to  offer  high-level  product 
support  to  its  customers  as  MEDITECH’s 
product  base  expands. 
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MEDSTAT  SYSTEMS,  INC. 

777  East  Eisenhower  Parkway 
Ann  Arbor,  Ml  48108 
Phone:  (313)  996-1180 


Ernest  G.  Ludy,  Chairman  and  CEO 
Laurence  J.  Hagerty,  President  and  COO 
Public  Corporation,  NASDAQ 
Total  Employees:  200 
Total  Revenue,  Fiscal  Year  End 
9/31/91:  $17,883,690 


The  Company  MEDSTAT  Systems,  Inc.,  founded  in  1981,  integrates  and  manages 

large-scale  medical  claims  data  bases,  develops  data  base  access  and 
analysis  software  tools,  and  assists  clients  with  interpreting  the 
information  to  manage  group  health  insurance  costs. 

MEDSTAT's  growth  strategy  is  as  follows: 

• To  expand  its  customer  base  of  large  employers  and  thereby 
continue  to  build  its  proprietary  national  data  base  of  medical 
claims 

• To  remarket  its  proprietary  software  systems  and  data  base  to 
the  health  insurance  industry  and  other  health  care  data-oriented 
markets 

In  1991,  three  important  developments  combined  to  establish 
MEDSTAT's  early  market  leadership  position  in  the  health 
insurance  sector. 

• IBM  selected  MEDSTAT  as  a Business  Partner  and  Industry 
Application  Specialist,  signifying  its  confidence  in  MEDSTAT's 
insurance  market  strategy  and  product  directions. 

• During  the  fourth  quarter,  MEDSTAT  released  an  IBM  version 
of  the  company's  DataScan  software  system  to  service  the 
insurance  industry.  Additionally,  new  and  expanded  applications 
were  released  in  1991  for  Employer  Systems  and  Services. 

• MEDSTAT  added  four  new  insurance  clients,  including  software 
licenses  with  the  two  largest  commercial  health  insurers,  The 
Prudential  and  CIGNA. 

MEDSTAT's  fiscal  1991  revenues  reached  $17.9  million,  a 39% 
increase  over  fiscal  1990  revenue  of  $12.9  million.  A five-year 
financial  summary  follows: 
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MEDSTAT  SYSTEMS,  INC. 
FIVE-YEAR  FINANCIAL  SUMMARY 
($  thousands,  except  per  share  data) 


FISCAL  YEAR 

ITEM 

9/91 

9/90 

9/89 

9/88 

9/87 

Revenue 

. Percent  increase 

$17,884 

$12,886 

$9,269 

$6,953 

$5,256 

from  previous  year 

39% 

39% 

33% 

32% 

40% 

Income  before  taxes 

$2,891 

$2,172 

$1,780 

N/A 

N/A 

. Percent  increase 
from  previous  year 

33% 

22% 

N/A 

N/A 

N/A 

Net  income 
. Percent  increase 

$1,903 

$1,424 

$1,210 

$1,220 

$1 ,252 

(decrease)  from 
previous  year 

34% 

18% 

(1%) 

(3%) 

147% 

Earnings  per  share 

$0.66 

$0.52 

$0.45 

$0.46 

$0.47 

. Percent  increase 

(decrease)  from 
previous  year 

(27%) 

16% 

(2%) 

(2%) 

135% 

MEDSTAT's  revenue  increases  were  attributed  to  the  addition  of 
new  clients  as  well  as  strong  levels  of  contract  renewals. 

• Other  income,  which  consists  primarily  of  interest  income  and 
expense,  was  $134,000  in  1991,  down  from  $269,000  in  1990  and 
$305,000  in  1989.  The  decreases  were  due  primarily  to  lower 
interest  rates  earned  and  reduced  cash  equivalents  available  for 
investment. 

• Research  and  development  expenses  (after  capitalized  amounts) 
totaled  $3.9  million  (22%  of  revenue)  in  fiscal  1991,  as  compared 
to  $3.7  million  (29%  of  revenue)  in  fiscal  1990,  and  $1.4  million 
(14%  of  revenue)  in  fiscal  1989. 

Revenue  for  the  three  months  ending  December  31,  1991  reached 
$5.7  million,  a 49%  increase  over  $3.8  million  for  the  same  period 
in  1990.  Net  income  was  $588,000,  up  43%  from  $410,000. 

• MEDSTAT  announced  a two-for-one  stock  split  to  be  distributed 
March  2,  1992,  for  all  shareholders  of  record  at  the  close  of 
business  on  February  14,  1992. 

Nearly  all  of  MEDSTAT's  revenues  result  from  multiyear 
agreements.  At  the  end  of  fiscal  1991,  the  company  had  83  clients 
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as  compared  to  70  at  the  end  of  fiscal  1990,  and  57  at  the  end  of 
fiscal  1989. 


MEDSTAT  derives  approximately  60%  of  its  revenue  from  its 
electronic  information  services.  The  remaining  40%  of  revenues 
are  derived  from  associated  professional  services. 

MEDSTAT  professional  service  personnel  assist  clients  in  utilizing 
company  data  bases  and  other  available  resources  to  provide  clients 
with  complete  customized  solutions.  MEDSTAT  divides  its  services 
into  three  categories: 

Client  Data  Bases : MEDSTAT  builds  and  maintains  medical  claims 
data  bases,  standardizing  and  integrating  traditional  fee-for-service 
records,  demographic  data,  and  managed  care  transactions.  These 
data  bases  are  organized  for  rapid  retrieval  and  interactive  analysis. 

• For  large  employers,  MEDSTAT  professional  services  personnel 
frequently  integrate  data  from  multiple  insurance  carriers  into 
custom-designed  data  base  structures.  MEDSTAT  continued  the 
expansion  of  its  large-employer  customer  base  with  the  addition 
of  13  clients,  including  three  public  employers. 

• For  its  insurance  clients,  MEDSTAT's  professional  services 
personnel  assist  with  integrating  data  from  multiple  claims 
processing  systems  to  create  a single  data  platform  to  support  key 
areas  of  insurance  operations,  including  underwriting,  actuarial 
services,  managed  care,  provider  networking,  product 
development,  and  customer  reporting. 

National  MarketScan  Data  Base:  Contributed  client  data  bases  are 
pooled  together  to  create  the  broadest  source  of  information  on 
privately  insured  health  care,  containing  clinical,  demographic, 
financial,  and  provider  data.  In  1991,  the  MarketScan  data  base 
grew  51%  from  167  million  to  252  million  medical  claims  and  now 
covers  $8.1  billion,  which  represents  6%  of  total  U.S.  corporate 
health  expenditures. 

Advanced  Software:  MEDSTAT's  communications  driver,  called 
System2,  provides  access  to  the  company's  centralized  data  bases 
from  client  PC's  and  contains  a wide  variety  of  standard  report 
formats,  as  well  as  the  capability  to  generate  custom  queries  and 
reports.  Clients  may  run  the  software  themselves  but  many  choose 
to  contract  MEDSTAT's  professional  services  personnel  to  generate 
their  reports,  analyze  available  information,  and  recommend 
solutions. 
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Geographic 

Markets 


One  hundred  percent  of  MEDSTAT's  revenue  is  derived  from  the 
health  care  industry  or  from  health  care  related  insurance  firms. 


One  hundred  percent  of  MEDSTAT's  revenue  is  derived  from  the 
U.S. 


Page  4 of  4 


Copyright  1992  by  INPUT.  Reproduction  Prohibited 


March  1 992 


INPUT 


COMPANY 

PROFILE 


MELLON  BANK 
FEE-BASED  SERVICES 

Mellon  Information  Services 
One  Mellon  Bank  Center 
Pittsburgh,  PA  15258-0001 
Phone:  (412)  234-1970 
Fax:  (412)236-3209 


CEO:  Frank  V.  Cahouet 

Status:  Operating  Unit 

Parent:  Mellon  Bank  Corporation 

Fee-Based  Service 

Revenue:  $742,000,000 

Information  Services 
Revenue:  $166,500,000 

Fiscal  Year  End:  12/31  /91 


Key  Points 


In  offering  fee-based  services,  Mellon  Bank  is  focusing  on: 

- Integrating  its  service  products  to  provide  comprehensive 
outsourcing  solutions  for  financial  institutions  and  other 
businesses 

- Investing  in  technology  that  expands  both  service  capabilities  for 
clients  and  reduces  internal  operating  costs 

- Expanding  capabilities  globally  to  facilitate  the  movement  and 
settlement  of  funds  and  securities  around  the  world 

- Building  market  share  through  strategic  acquisitions  and 
marketing  alliances 

During  1991,  Mellon  expanded  its  ATM  processing  network  through 
the  strategic  acquisition  of  business  in  New  England,  and  established 
a London-based  investment  firm  to  expand  its  investment  advisory 
business. 

Mellon  has  also  expanded  the  products  and  services  traditionally 
provided  to  financial  institutions  and  corporation  to  include  trust 
operations  outsourcing,  and  is  now  also  providing  outsourcing 
services  to  large  commercial  customers. 
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Company 

Description 


Financials 


Mellon  Bank's  fee-based  services  include  trust  and  investment 
management  for  individuals  and  corporations,  cash  management, 
information  processing,  and  mortgage  banking  services. 

Information  processing  services  is  part  of  the  Mellon  Information 
Services  Department,  which  offers  the  following  products  and  services: 

• Outsourcing  services  for  financial  institutions  and  commercial 
corporations 

• PC-based  software  for  streamlining  back  office  operations 

• ATM  and  merchant  card  processing 

• Trust  accounting  and  custody  services,  and  trust  operations 
outsourcing 

• Securities  transfer  services 

• Telecommunications  services 

Mellon  Bank,  with  assets  of  approximately  $30  billion  and  16,000 
employees,  is  a major  superregional  bank  holding  company 
headquartered  in  Pittsburgh  (PA).  In  addition  to  fee-based  service 
products,  Mellon's  principal  lines  of  business  include  the  following: 

- Retail  Banking,  serving  consumers  and  small  businesses  in 
Pennsylvania,  Delaware,  and  Maryland 

- Wholesale  Banking,  serving  large  corporations  on  a national  and 
selected  international  basis,  and  midsized  companies  in  the 
Central  Atlantic  region 


Mellon's  revenues  from  fee-based  services  were  $742  million  in  1991,  a 
12%  increase  over  1990  revenue  of  $662  million. 

A three-year  summary  of  Mellon's  service  fee  revenue  follows: 
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MELLON  SERVICE  FEE  REVENUES 
THREE-YEAR  SUMMARY 
($  millions) 


FISCAL  YEAR 

1991 

1990 

1989 

REVENUE 

PERCENT 

REVENUE 

PERCENT 

REVENUE 

PERCENT 

ITEM 

$ 

OF  TOTAL 

$ 

OF  TOTAL 

$ 

OF  TOTAL 

T rust  and  investment 
management  fees 

$307 

41% 

$279 

42% 

$280 

43% 

Cash  management  fees 
and  deposit  transaction 
charges 

(a) 

153 

21% 

131 

20% 

110 

17% 

Data  processing  fees 

93 

13% 

97 

15% 

96 

15% 

Credit  card  revenue 

46 

6% 

37 

5% 

36 

6% 

Mortgage  servicing  fees 

31 

4% 

26 

4% 

31 

5% 

Other  (b) 

112 

15% 

92 

14% 

93 

14% 

TOTAL 

$742 

100% 

$662 

100% 

$646 

100% 

(a)  Includes  approximately  $40  million  from  stock  transfer  and  trust  accounting  processing  services. 


(b)  Includes  letters  of  credit  and  acceptance  financing  fees,  net  commitment  fees,  and  other  fees  and 
commissions. 

Acquisitions  During  1991,  Mellon  expanded  its  ATM  operations  with  the  acquisition 

of  the  ATM  transaction  processing  business  of  two  banks  acquired  by 
Fleet  Bank,  N.A.,  a Connecticut  subsidiary  of  Fleet/Norstar  Financial 
Group. 

In  September  1992,  Mellon  Bank  announced  an  agreement  with 
Shearson  Lehman  Brothers  for  the  purchase  of  The  Boston  Company,  a 
Shearson  subsidiary  based  in  Boston. 

• This  acquisition,  which  will  be  completed  in  early  1993,  will  place 
Mellon  among  the  top  five  providers  of  trust,  investment,  and  private 
banking  services,  as  well  as  among  the  leading  providers  of  mutual 
funds  administrative  services. 

• With  this  acquisition,  service  fee  revenues  will  increase  to  about 
one-half  of  mellon's  total  annual  revenues. 
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Alliances 


Competitors 


Key  Products 
Services 


In  July  1991,  Mellon  announced  an  agreement  with  Banknorth  Group, 
Inc.  for  expansion  of  Banknorth's  24  Hour  Access  ATM  network. 

Also  in  July  1991,  Mellon  announced  an  agreement  with  Shaw  Systems 
Associates,  Inc.  for  the  installation  and  marketing  of  Shaw's  CL/2000 
commercial  loan  software  package,  an  automated  system  for  the 
tracking  and  management  of  large  commercial  loan  portfolios. 

Later  in  1991,  Mellon  entered  into  an  agreement  with  Hogan  Systems, 
Inc.  through  which  Mellon  would  install  and  market  Hogan's  deposit 
and  customer  information  file  software  as  a service  bureau  option. 


For  processing  services  to  financial  institutions,  major  competitors 
include  M&I  Data  Services,  Electronic  Data  Systems  (EDS),  FIserv, 
and  Systematics. 

For  trust  outsourcing  services,  competitors  include  SEI  and  Premier. 

For  back  office  automation  software,  Sterling  is  the  primary 
competitor. 


and  For  1991,  the  $166.5  million  in  fee-based  service  revenues  from 
information  services  were  derived  approximately  as  follows: 

Processing  services 

(including  FM)  97% 

Applications  software  3% 

100% 

Mellon  Information  Services,  with  about  1,500  employees,  currently 
provides  approximately  725  institutions  with  the  following  services. 

Financial  Institution  Outsourcing: 

To  support  its  processing  services,  Mellon  Information  Services  offers 
the  following  delivery  options. 

• Remote  processing  provides  access  to  the  financial  application 
systems  that  Mellon  furnishes.  These  include  deposits,  retail  and 
commercial  loans,  item  processing  and  branch  automation,  and 
customer  and  management  information  systems  (see  the  exhibit). 
Remote  processing  services  are  generally  provided  under  five-year 
agreements. 


Page  4 of  9 


Copyright  1992  by  INPUT.  Reproduction  Prohibited. 


November  1992 


MELLON  BANK  FEE-BASED  SERVICES 


INPUT 


EXHIBIT 

MELLON  INFORMATION  SERVICES 
REMOTE  PROCESSING  APPLICATIONS 


APPLICATION  AREA/PRODUCT  NAME 

APPLICATION  AREA/PRODUCT  NAME 

Deposit  Systems 

Information  Access  Systems 

Demand  Deposits 

Report  Writer/Data  Access  Service  (DAS) 

Cash  Management  Services 

Reports  Distributor 

Account  Reconciliation 

Report  Output 

Account  Analysis 

PC  Interface  Services 

Savings  Products 

Electronic  Communications 

Time  Deposits 

Electronic  Banking  Services 

Retirement  Plan  Processing 

Presentment  Item  Processing 

Item  Processing  Systems 

Combined  Interest  Reporting 

Loan  Systems 

Approved  Vendor  Program 
Proof  of  Deposit 

Bulk  Filing 

BancSource  Retail  Loans 

Commercial  Loans 

Back  Office  Automation  Systems 

Mortgage  Loans 

Management  Information  Systems 

Bank  Reconcilement  and  Settlement 
Return  Items  Control 

Financial  Information  Systems 

Automated  Proof  Correction 
Research  and  Adjustments  Control 

General  Ledger 

Customer  Service  Correspondence 

Safe  Deposit  Box 

U\SER  PRO  Document  Preparation  and 

Maturity  Analysis  Reporting 

Host  Interface 

Asset/Liability  Management 

Other  PC-Based  Financial  Systems 

Branch  Automation 

- Accounts  Payable 

- Fixed  Assets 

ATM  and  Merchant  Card  Services 

- Investment  Portfolio 

- Loan  Loss  Control 

ATM  Support 

- Shareholder  Accounting 

Gateway  Support 

Call  Reporting  and  Risk-Based 

Debit  Card  Management 

Capital  Reporting 

Merchant  Card  Services 

Large  Currency  Reporting 

Customer  Information  Systems 
• Customer  Reference  File 
Marketing  Support  Systems 
Customer  Profitability/Pricing 
and  Officer  Tracking 
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• Compute  utility  uses  Mellon's  computers  and  telecommunications 
network  to  process  customer's  applications  software,  allowing  the 
customer  to  retain  control  of  strategic  applications  programs,  while 
eliminating  the  need  for  local  mainframe  data  processing  systems 
and  support.  These  services  are  generally  provided  under  five-year 
or  longer  agreements. 

• A hybrid  option  merges  remote  processing  with  compute  utility, 
allowing  the  customer  to  continue  to  use  its  customized  software  for 
special  applications  while  converting  to  Mellon  Information  Services' 
systems  for  core  financial  applications. 

• When  necessary,  Mellon  Information  Services  can  provide  an 
interim  facilities  management  arrangement  during  the  transition  to 
its  processing  services. 

Trust  Outsourcing: 

Mellon  Information  Services  provides  applications  software  and 
processing  in  support  of  trust  information  management,  custody 
services  for  the  processing  and  reporting  of  securities,  and  complete 
trust  operations  outsourcing  services. 

InFiServ™,  Mellon's  IBM-based  trust  information  processing  system,  is 
available  as  a mainframe-based  software  product  for  in-house  use  or 
through  a service  bureau  arrangement.  TTie  system  automates  all 
recordkeeping,  processing,  and  communications  for  financial 
transactions  that  are  required  for  personnel  and  employee  benefit 
accounts. 

Custody  services  include  processing  and  reporting  of  securities  via  an 
on-line,  real-time  securities  movement  and  control  system  that  manages 
government  securities,  equities,  corporate  debt  instruments,  options, 
and  futures. 

Trust  Operations  Outsourcing  allows  clients  to  turn  over  their  entire 
backroom  operations  to  Mellon,  including  trust  accounting,  reporting, 
processing,  and  custody  services.  A front-end  workstation  links 
customer  personnel  to  Mellon's  data  center  for  the  retrieval  of 
customer  information. 

Back  Office  Automation: 

Through  its  Backroom  Systems  Group  (BSG),  acquired  in  1988,  Mellon 
Information  Services  provides  PC-based  applications  and  networking 
software  products  designed  to  automate  and  streamline  backroom 
operations. 
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These  systems  can  operate  independently,  in  a local-area  network,  or 
interactively.  The  Automated  Host  Data  Exchange  (AHDE)  interface 
to  PC-based  backroom  automation  by  providing  an  on-line 
communications  link  between  host  computers  and  LAN  applications. 

ATM  Processing: 

Mellon  Information  Services  provides  ATM  processing  services  to  over 
600  financial  institutions  throughout  the  U.S.,  processing  more  than  15 
million  transactions  monthly. 

ATM  services  include  terminal  driving  and  authorization  processing, 
gateways  to  over  25  regional  and  nationwide  networks  and  processors, 
debit  card  management  and  production,  network  telecommunications 
monitoring,  and  customer  support  services. 

Merchant  Card  Processing: 

Mellon  Information  Services  provides  merchant  card  services  to  more 
than  100  financial  institutions  nationwide  and  to  over  25,000  merchants, 
corporations,  and  state  and  federal  agencies. 

Services,  which  include  debit  and  credit  processing,  voice  and  electronic 
authorization,  electronic  and  paper  draft  capture,  direct  host 
connections,  funding  options,  and  integrated  cash  management 
services,  meet  the  retail  processing  needs  of  merchants  and  their 
merchant  banks. 

Mellon's  merchant  processing  system  supports  multiple  regional  and 
national  networks  through  a single  terminal.  The  system  integrates 
debit  and  credit  card  processing,  from  the  point  of  acceptance  at  the 
retailer  location  through  the  settlement  and  funding  of  the  transactions 
into  the  merchant's  account. 

Mortgage  Banking: 

Through  its  subsidiary,  Data-Link  Systems,  Inc.,  headquartered  in 
South  Bend  (IN),  Mellon  provides  mortgage  banking  software  and 
processing  to  approximately  130  commercial  banks,  thrifts,  and 
mortgage  companies. 

The  integrated  mortgage  banking  system  consists  of  three  products  as 
follows: 

• FASTeller  is  a mainframe  mortgage  servicing  system  that  supports 
cash  processing,  investor  reporting,  escrow  administration, 
delinquency  control,  and  construction  lending.  It  can  be  licensed  for 
in-house  use  or  used  through  a service  bureau  relationship. 


November  1992 


Copyright  1992  by  INPUT.  Reproduction  Prohibited. 


Page  7 of  9 


MELLON  BANK  FEE-BASED  SERVICES 


INPUT 


• FASTCloser  is  a PC-based  loan  origination  system  that  supports 
conventional,  FHA,  and  VA  processing  and  laser  document 
preparation  from  point  of  application  through  disclosure, 
underwriting,  and  closing.  It  can  be  used  alone  on  individual  PCs  or 
in  a local-area  network,  or  integrated  with  FASTeller  or  the  Risk 
Management/Secondary  Marketing  System. 

• The  Risk  Management/Secondary  Marketing  System  (RMSM)  is  a 
PC-based  system  that  provides  up-to-date  secondary  market/risk 
management  control  of  the  pipeline  and  unsold  warehouse.  It  can 
be  used  alone  on  individual  PCs  or  in  a local-area  network,  or 
integrated  with  FASTeller  or  FASTCloser. 

Securities  Transfer  Services: 

Mellon  Information  Services  provides  financial  institutions  and 
corporations  throughout  the  U.S.  and  Canada  with  full-service 
securities  transfer  and  recordkeeping  services  on  a remote  processing 
or  private-label  basis.  Services  include  certificate  control,  issuance  and 
replacement,  tax  services,  unclaimed  property  escheatment,  check 
reconciliation,  and  reorganization  activities. 

Commercial  Outsourcing: 

Mellon  also  provides  information  processing  services  to  about  ten 
commercial  clients,  primarily  through  compute  utility  (the  use  of 
Mellon's  hardware  and  telecommunications  network  to  process 
customer  applications). 

In  August  1992,  Mellon  announced  the  signing  of  its  largest  commercial 
outsourcing  client,  National  Steel  Corporation,  to  a multiyear  contract. 
Mellon  will  perform  all  consolidated  data  processing  for  National 
Steel's  headquarters  and  branch  offices,  including  payroll,  human 
resources,  general  ledger,  accounts  payable,  order  entry,  order  status, 
and  other  applications. 

Support  Services: 

Mellon  also  provides  a range  of  support  services,  including: 

• Field  services  (support  for  the  repair  and  maintenance  of  ATMs, 
branch  automation  equipment,  personal  computers,  and  security  and 
remote  banking  systems) 

• Contingency  planning  and  disaster  recovery 

• Training  and  consulting 
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Industry  Markets 

The  majority  of  fee-based  service  revenue  derived  from  information 
services  in  1991  came  from  services  to  the  financial  industry.  As  a 
relatively  recent  endeavor,  commercial  outsourcing's  revenue 
contribution  was  minimal  in  1991. 

Geographic 

Markets 

Mellon  Information  Services'  clients  are  located  across  the  U.S.  and 
Canada. 

Computer 

Hardware 

Mellon's  computer  centers  are  based  in  Pittsburgh  and  Philadelphia 
(PA).  They  share  the  following  IBM  mainframes  (operating  under  the 
latest  release  of  MVS/ESA  and  JES/2)  totaling  over  518  MIPS: 

■ 3090-600J 

• 3090-500J 

• 3090-500E 

• ES9000-900 

In  early  1992,  Mellon  contracted  with  Comdisco  Disaster  Recovery 
Services,  Inc.  for  off-site  recovery  services. 
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PROFILE 


MENTOR  GRAPHICS 
CORPORATION 


Chairman: 
President  & 

CEO: 

Status: 

Stock  Exchange: 
Total  Employees: 
Total  Revenue: 
Fiscal  Year  End: 


Thomas  H.  Bruggere 


8005  S.W.  Boeckman  Road 
Wilsonville,  OR  97070-7777 
Phone:  (503)685-7000 


Walden  C.  Rhines 
Public  Corporation 
NASDAQ 
2,226  (12/92) 
$350,766,000 
12/31/92 


Fax:  (503)685-1214 


Key  Points 


• During  1992  and  1991,  Mentor  Graphics  executed  restructuring 
plans  to  focus  its  efforts  on  its  core  businesses  of  integrated  circuit 
design  and  electronic  systems  design,  and  substantially  reduced 
internal  development  of  computer-aided  software  engineering, 
mechanical  design,  and  documentation  products. 

• As  part  of  the  restructuring,  during  1992,  Mentor  Graphics 
continued  its  transition  from  providing  both  software  and  hardware 
to  becoming  a software-only  company.  During  1992,  hardware  sales 
represented  only  $72.5  million  of  total  revenue,  compared  to  $115 
million  of  total  revenue  in  1991. 

• The  slow  transition  to  Mentor  Graphics'  Version  8.0  software  has 
prompted  the  company  to  enhance  its  offering  with  Version  8.1 
(released  in  mid-1992)  and  Version  8.2  (released  in  early  1993). 

• During  1992,  Mentor  Graphics  expanded  the  availability  of  its 
software  products  to  workstations  manufactured  by  Hewlett- 
Packard,  Sun  Microsystems,  DEC,  NEC,  Sony,  and  IBM  in  support 
of  interoperability  among  workstations. 

• In  late  October  1993,  the  company  announced  the  appointment  of 
Walden  (Wally)  C.  Rhines  as  president  and  CEO  of  Mentor 
Graphics.  Mr.  Rhines  was  formerly  an  executive  vice  president  with 
Texas  Instruments'  Semiconductor  Group.  Mr.  Bruggere  remains 
Mentor's  chairman  of  the  board. 
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Description 


Strategy 


Mentor  Graphics,  founded  in  1981,  designs,  manufactures,  markets,  and 
services  electronic  design  automation  (EDA)  software  and  integrated 
systems  for  design,  analysis,  and  documentation  of  electronics.  The 
company  markets  its  products  primarily  to  Fortune  500  companies  in 
the  aerospace,  computer,  consumer  electronics,  semiconductor,  and 
telecommunications  industries. 

During  1992  and  1991,  Mentor  Graphics  restructured  its  operations  to 
focus  on  electronic  systems  design  and  IC  design. 

• The  restructuring  plan  also  included  actions  to  consolidate  certain 
field  facilities  to  more  economically  support  sales  efforts  in  the 
North  American,  Asia-Pacific,  and  European  regions. 

• In  addition,  Mentor  Graphics  no  longer  provides  hardware 
maintenance,  but  has  subcontracted  with  HP  for  these  services. 

• The  1991  restructuring  reduced  the  company's  work  force  worldwide 
by  about  15%,  resulting  in  a one-time  charge  of  $27  million  for  1991. 
In  1992,  there  was  a further  workforce  reduction  of  10%  and  a 
charge  against  earnings  of  $12.9  million. 


Mentor  Graphics  is  continually  aligning  the  company  to  provide  what 

its  customers  need  to  be  successful.  Mentor  Graphics  has  implemented 

an  "eight  programs  for  success"  policy  that  includes  the  following: 

• Delivering  a high-quality  version  (Version  8.2)  of  its  software  in  the 
first  quarter  of  1993 

• Having  up  to  80%  of  its  customer  base  using  Version  8 software  by 
the  end  of  1993 

• More  aggressive  pursuit  of  business  based  on  both  current  and 
future  products 

• Working  with  customers  in  using  existing  Version  8 software 

• Improving  the  availability  of  ASIC  libraries  and  additional  work  with 
component  libraries 

• A more  focused  IC  design  strategy 

• Further  penetration  into  the  analog  design  market 

• An  aggressive  approach  to  top-down  design 
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Financials  Mentor  Graphics'  1992  revenue  was  $350.8  million,  a 12%  decrease 

from  1991  revenue  of  $400.1  million.  Net  losses  of  $50.9  million  in 
1992  and  $61.6  million  in  1991  include  restructuring  charges  of  $12.9 
million  and  $27.1  million,  respectively. 

In  the  five-year  summary  that  follows,  results  prior  to  1990  have  been 
restated  to  reflect  the  pooling-of-interests  acquisition  of  Silicon 
Compiler  Systems  Corporation  in  March  1990. 


MENTOR  GRAPHICS  CORPORATION 
FIVE-YEAR  FINANCIAL  SUMMARY 
($  millions,  except  per  share  data) 


FISCAL  YEAR 

ITEM 

1992 

1991 

1990 

1989 

1988 

Revenue 

• Percent  change 

$350.8 

$400.1 

$435.2 

$426.4 

$333.3 

from  previous  year 

(12%) 

(8%) 

2% 

28% 

33% 

Income  (loss)  before 

taxes 

• Percent  change 

$(48.3) 

(a) 

$(63.0) 

(a) 

$32.4 

$67.7 

$54.4 

from  previous  year 

23% 

(294%) 

(52%) 

24% 

N/A 

. Net  income  (loss) 

• Percent  change 

$(50.9) 

$(61.6) 

0 

$23.6 

$45.5 

$37.0 

from  previous  year 

17% 

(361%) 

(48%) 

23% 

96% 

Earnings  (loss)  per  share 
• Percent  change 

$(1.13) 

$(1.43) 

$0.53 

$1.06 

$0.91 

from  previous  year 

21% 

(370%) 

(50%) 

16% 

90% 

(a)  Including  restructuring  charges  of  $ 12.9  million  in  1992  and  $27. 1 million  in  1991. 


Mentor  Graphics'  management  attributes  1992  and  1991  results  to  the 
following: 

• Systems  and  software  revenues  declined  19%  in  1992  and  15%  in 
1991  due  to  a generally  poor  worldwide  economic  environment 
(especially  in  Japan),  a slow  transition  to  the  company's  Version  8 
software  due  to  product  delays  and  quality  issues,  and  a significant 
reduction  in  hardware  revenue. 

• Service  and  support  revenues  rose  9%  in  1991  due  to  growth  in 
consulting  services,  growth  in  the  company's  installed  customer  base, 
and  continued  success  of  the  company's  software  support  programs. 
Revenues  from  service  and  support  were  virtually  flat  during  1992  as 
continued  growth  in  software  support  and  consulting  will  be  offset  by 
declines  in  hardware  maintenance  revenues. 
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In  addition  to  the  impact  of  the  restructurings,  Mentor  Graphics  has 
implemented  additional  cost  savings  programs  to  reduce  discretionary 
expenses,  including  salary  controls,  tight  hiring  practices,  changes  to 
employee  benefit  plans,  facilities  consolidations,  and  tighter  controls  on 
the  use  of  temporary  employees  and  contractors. 

Research  and  development  expenses  were  $73.9  million  (21%  of 
revenue)  in  1992,  compared  to  $79.5  million  (30%  of  revenue)  in  1991 
and  $76.3  million  (17%  of  revenue)  in  1990. 

Revenue  for  the  nine  months  ending  September  30,  1993  was  $256.0 
million,  compared  to  $266.7  million  for  the  same  period  in  1992.  Net 
losses  were  $2.5  million,  compared  to  net  losses  of  $51.2  million 
(including  restructuring  charges  of  $14.5  million)  for  the  same  period  a 
year  ago.  During  the  quarter,  Mentor  Graphics  landed  several  large 
contracts,  including  a $6.3  million  contract  for  MCM  design  tools  with 
the  Advanced  Research  Projects  Agency  of  the  U.S.  government. 


Market  The  target  market  for  Mentor  Graphics'  products  is  electronics 

Financials  manufacturing  companies  primarily  in  the  semiconductor,  aerospace, 

computer,  telecommunications,  and  consumer  electronics  industries. 

Approximately  61%  of  Mentor  Graphics'  1992  revenue  was  derived 
from  integrated  systems  and  applications  software  and  39%  from 
support  and  consulting.  A three-year  summary  of  source  of  revenue 
follows: 


MENTOR  GRAPHICS  CORPORATION 
THREE-YEAR  SOURCE  OF  REVENUE  SUMMARY 
($  millions) 


FISCAL  YEAR 

1992 

1991 

1990 

ITEM 

REVENUE 

$ 

PERCENT 
OF  TOTAL 

REVENUE 

$ 

PERCENT 
OF  TOTAL 

REVENUE 

$ 

PERCENT 
OF  TOTAL 

Systems  and  software 

$212.4 

61% 

$262.6 

66% 

$308.7 

71% 

Service  and  support 

138.4 

39% 

137.5 

34% 

126.5 

29% 

TOTAL 

$350.8 

100% 

$400.1 

100% 

$435.2 

100% 

Geographic  Approximately  52%  of  Mentor  Graphics'  1992  revenue  was  derived 

Markets  from  North  America,  28%  from  Europe,  and  the  remaining  20%  from 

the  Asia-Pacific. 
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A three-year  geographic  source  of  revenue  summary  follows: 


MENTOR  GRAPHICS  CORPORATION 
THREE-YEAR  SOURCE  OF  REVENUE  SUMMARY 
($  millions) 


FISCAL  YEAR 

1992 

1991 

1990 

ITEM 

REVENUE 

$ 

PERCENT 
OF  TOTAL 

REVENUE 

$ 

PERCENT 
OF  TOTAL 

REVENUE 

$ 

PERCENT 
OF  TOTAL 

North  America 

$180.7 

52% 

$195.8 

49% 

$224.7 

52% 

Europe 

99.5 

28% 

110.2 

28% 

131.4 

30% 

Asia-Pacific 

70.6 

20% 

94.1 

23% 

79.1 

18% 

TOTAL 

$350.8 

100% 

$400.1 

100% 

$435.2 

100% 

Organization/  Mentor  Graphics  currently  has  the  following  divisions: 

Structure 

• The  Framework  Products  Division  designed  the  company's 
Concurrent  Design  Environment  architecture  based  on  its  Falcon 
Framework™.  The  division  administers  the  Mentor  Graphics 
OpenDoor  program,  enabling  third-party  and  in-house  CAD 
integration  with  the  Mentor  Graphics  design  environment,  and  also 
provides  advanced  documentation  systems  to  streamline  the 
production  and  management  of  complex  technical  publications  and 
documentation. 

• The  Integrated  Circuit  Division  supports  Mentor  Graphics 
integrated  circuit  (IC)  products  for  custom  and  semicustom  IC 
design  and  layout. 

• The  PCB  Division  supports  Mentor  Graphics  printed  circuit  board 
(PCB)  and  multichip  module  (MCM)  design  tools. 

• The  ASIC  Division  supports  Mentor  Graphics  application-specific 
integrated  circuit  design  products. 

• The  Value-Added  Services  Division  provides  various  integration, 
consulting,  and  support  services  to  its  customers. 

• The  International  Group  is  responsible  for  representing  and 
managing  all  international  issues  throughout  the  corporation. 
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Acquisitions 


Employees 


Key  Products  and 
Services 


In  addition  to  its  corporate  offices  in  Wilsonville  (OR),  Mentor 
Graphics  has  63  sales  and  support  offices  in  21  countries.  International 
subsidiary  companies  are  in  Canada,  the  U..K.,  France,  Germany,  Italy, 
the  Netherlands,  Sweden,  Japan,  Singapore,  Korea,  and  Taiwan. 

Primary  U.S.  research  and  development  operations  are  conducted  in 
Wilsonville  (OR),  San  Jose  (CA),  Austin  (TX),  Salt  Lake  City  (UT), 
and  Warren  (NJ). 

International  research  and  development  operations  are  conducted  in 
Belgium,  the  U.K.,  France,  Singapore,  and  Japan. 


Mentor  Graphics'  most  recent  acquisition  was  in  1990  when  the 
company  acquired  Silicon  Compiler  Systems  Corporation  (SCS)  of  San 
Jose  (CA)  for  6.4  million  shares  of  Mentor  Graphics  common  stock  in  a 
pooling  of  interests  transaction. 

• SCS  designs,  develops,  and  markets  software  tools  used  in  the  design 
of  complex  ICs  for  HP/ Apollo,  Sun,  and  DEC  systems  and  are  sold 
to  the  computer  and  aerospace  industries  and  the  military. 

• SCS  had  about  200  employees  at  the  time  of  the  acquisition  and 
revenue  of  $46.3  million  for  calendar  1989.  Its  operations  have  been 
merged  into  Mentor  Graphics'  IC  Division. 


As  of  December  31,  1992,  Mentor  Graphics  had  2,226  full-time 
employees,  compared  to  2,438  employees  at  the  end  of  1991. 

The  company  currently  has  about  2,100  employees  worldwide. 


Approximately  50%  of  revenue  is  derived  from  design  creation, 
synthesis,  simulation,  and  test  products;  27%  from  PCB  layout 
products;  and  23%  from  IC  layout  products. 

Mentor  Graphics  markets  and  supports  over  75  individual  project 
management,  design,  test,  and  manufacturing  tools. 

With  the  1991  release  of  its  version  8.0  software,  Mentor  Graphics 
introduced  its  revolutionary,  process-oriented  Concurrent  Design 
Environment  to  further  advance  electronic  design  with  a new 
generation  of  software  applications  for  design,  test,  and  manufacturing 
disciplines. 
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• Version  8.1,  released  during  1992,  improved  the  performance  of 
many  of  the  products  and  introduced  an  integrated  version  of 
Mentor  Graphics'  top-down  design  solution. 

• Version  8.2,  released  during  the  first  quarter  of  1993,  enhances 
performance  and  reliability  significantly  and  improves  ASIC  library 
support. 

Mentor  Graphics’  software  runs  on  workstations  manufactured  by  HP 
(HP  9000/700),  Sun  (SparcStation),  DEC  (DECstation),  NEC 
(NEWS),  Sony,  and  IBM  (RS  6000). 

Falcon  Framework  software,  released  in  the  first  quarter  of  1991, 
provides  an  open  architecture  that  will  support  Mentor  Graphic's  EDA 
software  applications  as  well  as  the  integration  of  third-party  software 
tools  developed  by  other  EDA  vendors  and  by  customers  for  internal 
use. 

• The  software  supports  a range  of  industry  standards,  including  CFI, 
EDIF,  IEEE- 1076,  X,  UNIX,  NFS,  IGES,  PDES,  OSF,  OMG,  and 
others. 

• The  Falcon  Framework's  Decision  Support  System  can  be  used  to 
create  custom  electronic  design  monitoring  and  analysis 
applications,  to  build  user  interfaces,  and  for  data  management. 

ASIC  Design: 

The  Mentor  Graphics  ASIC  top-down  design  process  provides  a single, 
integrated  design  environment  that: 

• Begins  with  high-level  system  design  and  analysis  tools 

• Provides  flexible,  graphical  VHDL  design  entry 

• Delivers  design  predictability  with  integrated  floor  planning, 
synthesis,  and  automatic  test  pattern  generation 

• Is  supported  by  an  extensive  selection  of  ASIC  vendor  design  kits 
Mentor  Graphics'  products  within  the  ASIC  design  flow  include: 

• System  Design  Station™ 

• DSP  Station™ 

• Top  Down  Design-Solver™ 
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MCM  and  PCB  Design: 

The  Mentor  Graphics  MCM  and  board  design  processes  tightly  link 
design  creation  and  layout.  Other  features  include: 

• Automatic  shape-based  routing  to  improve  layout  productivity  while 
delivering  the  efficient  results  of  manual  routing 

• Advanced  high-speed  and  3D  analysis  tools  ensuring  design 
performance  through  intuitive  graphical  displays 

• Early  manufacturability  analysis  that  delivers  producible  layouts  by 
design 

Mentor  Graphics  products  within  the  MCM  and  board  design  flows 
include: 

• Board  StationR 

• Board  Station  500™ 

• MCM  Station™ 

• Hybrid  Station™ 

• Cable  Station™ 

• Manufacturing  Advisor/PCB™ 

IC  Design: 

Mentor  Graphics'  IC  design  tools  combine  all  IC  design  phases  and 
techniques-as  well  as  links  to  embedded  software  engineering  and 
documentation-into  a seamless  process.  These  tools  provide  custom 
and  semicustom  IC  design  engineers  with: 

• Advanced  chip  assembly  techniques 

• Top-down  design  methodology  for  structured  IC  design 

• High-performance  point  tools  for  use  in  Mentor  Graphics  and  other 
EDA  vendor  design  environments 

• Library  and  module  generation  tools  that  promote  design  reuse  and 
process/technology  design  independence 

Products  within  the  IC  design  flow  include  GDT*  IC  StationR,  and 
MicroRoute™. 
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Other  Products: 

Mentor  Graphics  also  offers  the  following  products: 

• QuickSim  II™  multilevel  simulator 

• FlexTest™  and  FastScan™  test  generation  products 

• AutoLogic™  core  logic  synthesis  tool 
Value-Added  Services: 

Mentor  Graphics  has  a worldwide  service  organization  to  support  its 
customers'  needs  for  installation,  software  support,  training,  conversion 
services,  consulting,  library  management,  third-party  and  proprietary 
integration,  custom  IC  design,  and  documentation. 

• The  company  typically  provides  a limited  warranty  for  90  days  after 
installation  and  offers  an  annual  support  contract  providing  software 
updates  and  support  and  hardware  service  and  ports. 

• Technical  support  is  provided  through  a direct  telephone  support 
line  and  through  a modem  communications  system. 

• In  1991,  Mentor  Graphics  subcontracted  to  HP  all  hardware  service 
for  Mentor  Graphics'  North  American  and  Japanese  HP  customers. 

Alliances 

Mentor  Graphics  actively  involves  third-party  partners  in  the  areas  of 
computer-aided  software  engineering,  product  data  management, 
mechanical  design  automation,  systems  engineering,  manufacturing, 
and  electronic  design  automation  through  its  Open  Door  program. 

Mentor  also  has  established  strategic  relationships  with  a number  of 
major  customers,  including  Siemens  Nixdorf,  Texas  Instruments, 
General  Electric  Company,  Motorola,  and  Hewlett-Packard. 

Competitors 

Major  competitors  include  Cadence  Design  Systems,  Intergraph, 
Computervision,  Racal  Redac,  OrCAD  Systems  Corporation, 
Viewlogic  Systems,  Synopsys,  and  Zuken  Incorporated. 
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COMPANY  BRIEF 


Cross  Industry:  Education  and  Training 


MENTOR  Resources  Inc. 

One  Tara  Boulevard 
Nashua,  NH  03062 
(603)  888-2580 

CEO:  Wes  Sager 
Private  Company 
Founded:  1983 

Employees:  12  (12/85),  16  (I  1/86) 

Revenue  (FYE  12/31/85):  $900,000,  (FYE  12/31/86):  $2,000,000* 


The  Company:  MENTOR  Resources  provides  training  software  for  Wang  VS  com- 
puters 

Sources  of  Revenue: 

Application  Software  (100%) 

Key  Products  and  Services: 

Application  Software  (Utilizes  Wang  VS  computers) 

• TaskMaster  is  a series  of  computer-based  training  courses  for  Wang  VS 
computers.  The  series  includes  training  in  data  processing,  communications, 
and  data  management  concepts,  in  addition  to  file  management  utilities  and 
systems  software.  Wang  is  the  exclusive  distributor  of  TaskMaster. 

• VS  AUTHOR  is  a computer-based  authoring  system  for  the  Wang  VS  used  to 
develop  computer-based  training.  The  system  can  also  be  used  to  develop 
sales  demonstrations,  create  on-line  documentation,  and  prototype  new 
application  generation. 

Target  Industries: 

- Cross  industry 

Geographic  Markets: 

- U.S.  (99%) 

- Non-U. S.  ( I %) 

All  direct  sales  from  headquarters  location 


^Company  estimate 
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A Publication  from  INPUT’S  Vendor  Analysis  Program  - U.S. 


December  1 995 


Meta-Software,  Inc. 


Chairman,  President 
& CEO:  Shawn  M.  Hailey 

1300  White  Oaks  Road 
Campbell,  CA  95008 
Phone:  (408)  369-5400 

Fax:  (408)371-5638 


Status:  Public 

Employees:  105(9/95) 

Revenue,  FYE  12/31/94:  $19,652,000 

Revenue,  9 mo.  ending  9/30/95:  $17,682,000 


Company  Description 

Meta-Software,  Inc.  (Meta),  founded  in  1980, 
markets  and  supports  simulation  and  library 
generation  software  products  for  use  in 
integrated  circuit  (IC)  design. 

• The  company’s  products  include  HSPICE,  an 
industry  leading  circuit  simulator  in  use  in 
more  than  1,500  customer  sites  worldwide, 
and  MASTER  Toolbox,  an  automated  cell 
characterization  and  library  generation 
program  introduced  in  late  1994. 

• Meta’s  products  assist  IC  designers  in 
ascertaining  whether  semiconductor  devices 


based  on  their  designs  will  meet  functional 
and  performance  specifications  when 
fabricated  in  silicon. 

• The  company  believes  that  its  products  can 
be  used  to  reduce  time  to  market,  enhance 
IC  performance,  lower  design  costs  and 
validate  designs  across  multiple  foundries. 

In  November  1995,  Meta  made  an  initial 
public  offering  of  two  million  shares  of  its 
common  stock.  Net  proceeds  to  the  company 
of  approximately  $19.6  million  will  be  used  for 
working  capital  and  other  general  corporate 
purposes. 

• Prior  to  this  public  offering,  Meta  operated 
under  S Corporation  status,  with  the 
company’s  earnings  being  taxed  directly  to 
the  shareholders  rather  than  the  company. 
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• Meta  intends  to  use  approximately  $9.7 
million  of  the  net  proceeds  from  the  public 
offering  for  a final  S Corporation 
distribution  of  previously  undistributed  tax 
basis  earnings  of  the  company. 

• Effective  November  1,  1995,  Meta 
terminated  its  status  as  an  S Corporation. 
Subsequent  to  this  date,  Meta  will  be 
directly  subject  to  federal  and  state  income 
taxes  in  addition  to  certain  foreign  taxes. 

Organization  and  Structure 

Meta  is  headquartered  in  Campbell  (CA)  and 
has  additional  offices  in  Phoenix  (AZ),  Dallas 
(TX)  and  Wellesley  (MA).  International  offices 
are  in  Switzerland  and  Germany. 

Meta’s  key  executives  are  listed  below: 


Key  Executives 


Name 

Title 

Shawn  M.  Hailey 

Chairman,  President,  CEO 

Kim  L.  Hailey 

EVP,  VP  Advanced 
Technology,  Secretary 

William  C.  Smith 

VP  Finance  and  CFO 

Alan  L.  Lipinski 

VP  Sales 

Vic  R.  Kulkarni 

VP  Marketing 

Robert  W.  McGuffin 

VP  Product  Groups 

John  H.  Wright 

VP  Operations 

Linda  S.  Gunther 

VP  Human  Resources 

Source:  Meta-Software,  Inc. 


Company  Strategy 

Meta’s  objective  is  to  become  the  premier 
supplier  of  simulation  and  library  generation 
products  for  IC  design.  The  key  elements  of 


Meta’s  strategy  for  achieving  this  objective  are 
as  follows: 

• Maintain  technological  leadership 

• Expand  its  product  lines  through 
development  and/or  acquisition 

• Leverage  its  large  customer  base 

• Integrate  its  products  with  other  EDA  tools 

• Market  to  leading  semiconductor 
manufacturers 

Financials 

Meta’s  1994  revenue  reached  $19.6  million,  up 
43%  over  $13.8  million  for  1993.  For  the  first 
nine  months  of  1995,  revenue  increased  31% 
to  $17.7  million  from  the  same  period  a year 
ago. 

• Net  income  for  1994  was  $2.8  million,  up 
33%  over  the  previous  year.  Results  for 
1994  include  a $1.6  million  expense 
associated  with  purchased  in-process 
technology  associated  with  MASTER 
Toolbox. 

• Net  income  for  the  nine  months  ending 
September  30,  1995  reached  $3.5  million,  up 
192%  over  the  same  period  a year  ago. 

• The  increases  in  revenue  from  1993  to  1994 
and  for  the  first  nine  months  of  1995  were 
due  to  the  growth  in  both  product  license 
revenue  and  maintenance  and  service 
revenue. 

• A financial  summary  follows: 
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Meta-Software,  Inc. 
Financial  Summary 
($  Millions,  except  per  share  data  ) 


Nine  Months  Ending 

Fiscal  Year  Ending 

Item 

9/30/95 

9/30/94 

12/31/94 

12/31/93 

Revenue 

$17.7 

$13.4 

$19.6 

$13.8 

• Percent  change  from 
previous  year 

31% 

N/A 

43% 

N/A 

Income  before  taxes 

$3.5 

$1.2 

$3.2 

$2.2 

• Percent  change  from 
previous  year 

192% 

N/A 

45% 

N/A 

Net  income 

$3.3 

$0.9 

$2.8 

$2.1 

• Percent  change  from 
previous  year 

267% 

N/A 

33% 

N/A 

During  the  first  nine  months  of  1995,  all  of 
1994  and  1993,  Meta’s  research  and 
development  expenses  were  $4.4  million,  $4.0 
million  and  $3.2  million,  respectively. 

• Meta  is  developing  versions  of  its  products 
for  use  on  additional  platforms,  including 
personal  computers  running  Microsoft 
Windows. 

• The  company  is  also  developing  MetaCircuit, 
a high-speed  circuit  simulator.  Meta 
licensed  the  core  proprietary  algorithms  for 
MetaCircuit  from  AT&T  in  October  1995 
and  is  combining  these  algorithms  with  its 
own  simulation  technology  to  product  a 
circuit  simulator  for  functional  validation  of 
block  and  IC  assembly  as  well  as  full  timing 
and  power  verification  of  IC  designs. 


Revenue  Analysis  by  Product  / Service 

In  each  of  1993,  1994  and  the  first  nine 
months  of  1995,  HSPICE-related  revenue 
comprised  more  than  75%  of  Meta’s  total 
revenue. 

For  the  nine  months  ending  September  30, 
1995,  Meta  derived  approximately  68%  of 
revenue  from  software  product  licenses  and 
the  remaining  32%  from  maintenance  and 
other  services. 

For  the  year  ending  December  31,  1994,  Meta 
derived  approximately  70%  of  revenue  from 
software  product  licenses  and  the  remaining 
30%  from  maintenance  and  other  services. 

A source  of  revenue  summary  is  estimated  by 
INPUT  as  follows: 


Meta-Software,  Inc. 
December  1995 
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Meta-Software,  Inc. 
Source  of  Revenue  Summary 
($  Millions) 


Nine  Months  Ending 

Fiscal  Year  Ending 

9/30/95 

12/31/94 

12/31/93 

Product/Service 

Revenue 

$ 

Percent  of 
Total 

Revenue 

$ 

Percent  of 
Total 

Revenue 

$ 

Percent  of 
Total 

Product  licenses 

$12.1 

68% 

$13.8 

70% 

$10.5 

76% 

Maintenance 

4.6 

26% 

4.7 

24% 

2.9 

21% 

Other  services  (a) 

1.0 

6% 

1.1 

6% 

0.4 

3% 

Total 

$17.7 

100% 

$19.6 

100% 

$13.8 

100% 

(a)  Includes  Meta-Labs,  training  and  consulting  services. 


The  increase  in  product  license  revenue  from 
1993  to  1994  was  primarily  related  to  growth 
in  the  number  of  HSPICE  licenses  sold.  The 
increase  in  product  license  revenue  for  the 
first  nine  months  of  1995  is  attributed  to 
increased  HSPICE  license  revenue  and,  to  a 
lesser  extent,  increased  sales  of  MASTER 
Toolbox  licenses. 

The  growth  in  maintenance  and  service 
revenue  reflects  the  continued  growth  of  the 
installed  base  of  customers  who  have 
purchased  Meta’s  software  products,  as  well 
as  growth  in  other  service  revenue. 

Market  Financials 

Meta’s  customers  include  companies  in  the 
high  speed  IC  design  market,  computer 
systems  and  other  system  level  customers  and 
educational  institutions. 

Geographic  Markets 

For  the  nine  months  ending  September  1995, 
approximately  59%  of  revenue  was  derived 
from  the  U.S.  and  41%  from  international 
sources,  principally  customers  in  Asia. 

U.S.  revenue  was  approximately  60%  of  total 
revenue  in  calendar  1994  and  63%  of  total 
revenue  in  calendar  1993. 


Acquisitions 

In  April  1994,  Meta  purchased  and  expensed 
in-process  library  generation  and  automated 
cell  characterization  technology  now  embodied 
in  its  MASTER  Toolbox  product. 

Employees 

As  of  September  30,  1995,  Meta  had  105 
employees,  segmented  as  follows 


Marketing  and  sales 32 

Services 20 

Research  and  development 36 

General  and  administrative 17 


105 

Key  Products  and  Services 

Meta  provides  products  for  the  IC  design 
process  as  well  as  the  generation  of  libraries 
required  for  such  processes. 

• The  products  are  designed  with  an 
architecture  that  allows  customers  to 
integrate  Meta’s  software  with  other  EDA 
environments,  such  as  those  provided  by 
Cadence  Design  Systems,  Mentor  Graphics, 
Synopsys  and  Viewlogic  Systems. 
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• Meta’s  products  operate  on  UNIX-based 
workstations,  as  well  as  DOS  and  Windows 
NT-based  IBM-compatible  personal 
computers.  The  products  operate  on 
standard  networking  environments  such  as 
NFS,  TCP/IP  and  Ethernet. 

1C  Design  Tools 

HSPICE  is  a circuit  simulator  that  validates 
critical  paths,  performs  noise  margin  analysis 
and  optimizes  the  tradeoffs  between  IC  speed 
and  power  prior  to  commencement  of 
fabrication.  HSPICE  was  introduced  in  1980 
and  is  now  in  use  at  more  than  1,500 
customer  sites.  The  list  price  for  HSPICE 
ranges  from  $20,000  to  $40,000  per  license, 
depending  on  configuration  and  territory. 

MetaWaves,  introduced  in  mid-1995,  is  a 
waveform  analyzer  that  allows  IC  designers  to 
analyze  the  numerical  results  of  an  HSPICE 
circuit  simulation  in  a graphical  environment. 

MetaLink,  introduced  in  early  1995,  is  an 
interface  developed  by  Meta  to  link  its 
HSPICE  circuit  simulator  with  the  design 
environments  supplied  by  Cadence  Design 
Systems  and  Mentor  Graphics. 

Library  Generation  Solutions 

Meta’s  library  generation  solutions  can  be 
used  to  generate  logic  and  synthesis  libraries, 
circuit  and  cell  libraries  and  process  libraries. 

Logic  and  synthesis  libraries  include  the 
following: 

• MASTER  Toolbox,  introduced  in  late  1994, 
is  an  automated  cell  characterization  and 
library  generation  tool  that  generates  logic 
and  synthesis  libraries  from  circuit  libraries. 
It  is  an  enterprise-level  solution  that 
includes  a range  of  simulators  and 
modellers.  The  list  price  for  MASTER 
Toolbox  ranges  from  $150,000  to  $300,00 


per  license,  depending  on  configuration  and 
territory. 

• Personal  Toolbox,  currently  under 
development,  is  a lower  priced,  limited  form 
of  MASTER  Toolbox  directed  at  the 
individual  designer. 

• Meta  I/O,  introduced  in  mid-1995,  manages 
libraries  of  simulation  models  based  on 
Intel’s  Input/Output  Buffer  Information 
Standard. 

Circuit  and  cell  libraries — IC  designers  use 
HSPICE  to  design  the  circuit  library  from 
which  the  physical  cell  library  is  derived. 

Process  libraries  include  the  following: 

• Meta-Labs  is  a service  offered  by  Meta  to 
assist  customers  in  generating  process 
libraries.  Meta  designs  a test  chip  using  the 
customer’s  design  rules.  The  customer  then 
fabricates  wafers  from  the  test  chip  design 
and  provides  the  wafers  to  Meta  for  analysis 
and  generation  of  process  libraries. 

• Meta  Testchip — Meta  licenses  test-chip 
mask  rights  to  customers  who  wish  to 
generate  process  libraries  internally. 

• ATEM/Device  Model  Builder  is  a modeling 
and  characterization  tool  to  help  engineers 
develop  complex  device  model  libraries  and 
parameters  for  submicron  process 
technologies. 

Customer  Service  and  Support 

Meta’s  range  of  customer  support  services 
include  hotline  support,  on-site  support  and 
training. 

Customers  with  maintenance  agreements 
receive  all  product  enhancement  releases  and 
hotline  support  without  additional  charge. 
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On-site  support  and  training  are  priced 
separately. 

Product  support  is  provide  pursuant  to 
renewable  annual  maintenance  contracts. 

Clients 

A listing  of  customers  that  generated  license 
revenue  and  maintenance  billings  in  excess  of 
$50,000  for  Meta  in  1994  or  the  first  nine 
months  of  1995  included  the  following: 

AMD,  Alcatel,  American  Microsystems,  Bell 
Northern  Research,  Cirrus  Logic,  Cray 
Research,  Cypress  Semiconductor,  Daewoo, 
Dallas  Semiconductor,  Fujitsu,  Hitachi, 
Hughes  Semiconductor,  Hyundai,  IBM,  Intel, 
LSI  Logic,  Lattice  Semiconductor,  Level  One 
Communications,  Medtronic,  Mentor 
Graphics,  Motorola,  National  Semiconductor, 
Quantum,  Raytheon,  Rockwell,  Rohm, 
Samsung,  Sharp,  Silicon  Graphics,  SGS- 
Thomson  Microelectronics,  Sun  Microsystems, 
Tandem  Computer,  Texas  Instruments, 
Toshiba,  VLSI  Technology  and  Western 
Digital. 

Marketing  and  Sales 

Meta  markets  its  products  and  services 
worldwide. 

In  North  America  and  Europe,  Meta  markets 
products  and  services  primarily  through  its 
direct  sales  force.  Meta  operates  from  its 
headquarters  in  California  and  sales  offices  in 
Arizona,  Texas  and  Massachusetts  and  two 
European  offices  in  Switzerland  and  Germany. 
In  Europe,  the  company  also  markets  through 
country-specific  distributors. 

In  Asia,  Meta  markets  its  products  and 
services  primarily  through  a limited  number 
of  distributors  and  sales  representatives. 

• In  Japan,  Meta  has  established  a 
distribution  relationship  with  NTT 


Advanced  Technology  Corp.  (NTT-AT),  a 
subsidiary  of  Nippon  Telephone  and 
Telegraph. 

- NTT-AT  has  more  than  15  people 
dedicated  to  the  sales  and  support  of 
Meta’s  products  in  Japan. 

- NTT-AT  accounted  for  14%,  15%  and  14% 
of  Meta’s  total  revenue  in  the  first  nine 
months  of  1995,  all  of  1994  and  1993, 
respectively. 

- Meta’s  distribution  agreement  with  NTT- 
AT  renews  automatically  for  one-year 
terms,  unless  terminated  by  at  least  three 
months  written  notice  prior  to  its  renewal 
date  of  April  30. 

• Meta  is  planning  to  open  a direct  sales  office 
in  Tokyo. 

• In  Korea,  Taiwan  and  Singapore,  Meta’s 
sales  are  supported  by  local  sales 
representatives. 

Competition 

In  general,  Meta’s  competition  comes  from 
electronic  design  automation  (EDA)  vendors 
and  internal  design  groups  of  major 
semiconductor  manufacturers.  Major 
competitors  include  Cadence  Design  Systems, 
Mentor  Graphics,  Viewlogic  Systems  and 
MicroSim  Corporation. 

Assessment 

Meta’s  strengths  include: 

• Large  established  base  of  HSPICE 
customers 

• Focus  on  high  technology 
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Challenges  over  the  coming  year  include: 

• Managing  the  company’s  rapid  growth 

• Staying  competitive  with  larger  companies 
such  as  Mentor  Graphics  and  Cadence 
Design  Systems 

• Generate  strong  bookings  to  cover  historical 
seasonality  of  the  company’s  sales  and 
earnings 
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MICRO  HEALTHSYSTEMS,  INC.  S.M.  Caravetta,  Chairman  and  CEO 
414  Eagle  Rock  Avenue  James  A.  Pesce,  President 

West  Orange,  NJ  07052  Public  Corporation 

(201)731-9252  Total  Employees:  79 

Total  Revenue,  Fiscal  Year  End 
3/31/91:  $10,174,000 


The  Company 


Micro  Healthsystems,  Inc.  provides  financial  and  patient 
applications  software  products,  turnkey  systems,  and  systems 
operations  services  to  the  health  care  industry. 

• The  company  markets  six  Healthcare  Financial  Management 
software  products  for  DEC  computers,  which  are  available  as 
part  of  a turnkey  system,  software  license,  or  processing  service. 
These  operations  contributed  67%  ($6.8  million),  71%  ($5.3 
million),  and  55%  ($2.9  million)  to  Micro  Healthsystems'  total 
revenue  for  fiscal  1991,  1990,  and  1989,  respectively. 

• The  company  also  developed  MedTake™,  a turnkey  bedside 
nurse  charting  system  using  either  a proprietary,  high- 
performance  microcomputer  or  IBM's  Clinical  Workstation. 

This  product  line  contributed  33%  ($3.4  million),  29%  ($2.2 
million),  and  45%  ($2.4  million)  to  Micro  Healthsystems'  total 
revenue  for  fiscal  1991,  1990,  and  1989,  respectively. 

In  October  1990,  Micro  Healthsystems  entered  into  an  agreement 
with  Baxter  Healthcare  Corporation  whereby  Baxter  has  the 
exclusive  right  to  market  MedTake  throughout  the  U.S.  and 
Canada. 

• Under  the  terms  of  the  agreement,  Baxter's  marketing  rights 
extend  through  fiscal  1993.  Baxter  has  guaranteed  minimum 
MedTake  revenues  to  Micro  Healthsystems  of  $10  million  for 
fiscal  1992,  and  $16  million  for  fiscal  1993.  If  minimum  revenues 
are  not  met,  Baxter  will  pay  50%  of  the  short-fall  in  cash  to 
Micro  Healthsystems. 

• Micro  Healthsystems  installs  all  systems  sold  by  Baxter  and 
retains  the  right  to  sell  five-year  software  and  hardware 
maintenance  service  contracts  to  hospitals  that  have  purchased 
MedTake  from  Baxter  (with  Baxter  receiving  a commission  on 
such  contract  sales). 
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In  June  1991,  Micro  Healthsystems  acquired  Administrative 
Information  Systems  Corporation  (AlSCorp)  of  Bridgewater  (NJ) 
for  108,000  shares  of  Micro  Healthsystems  common  stock  plus  the 
assumption  of  certain  liabilities. 

• AlSCorp,  founded  in  1976,  provides  turnkey  systems,  processing 
services,  and  facility  management  services  for  physicians,  medical 
group  practices,  hospital-based  physician  groups,  and  faculty 
practice  plans. 

• AlSCorp  had  approximately  50  employees  at  the  time  of  the 
acquisition  and  revenues  of  $4.8  million  for  the  fiscal  year  ending 
September  30,  1990.  In  the  recent  past,  AlSCorp  has  not  been 
profitable,  in  part  due  to  significant  development  expenditures. 

Micro  Healthsystems'  fiscal  1991  revenue  reached  $10.2  million,  a 
37%  increase  over  fiscal  1990  revenue  of  $7.4  million.  Net  income 
reached  $1.9  million,  compared  to  net  income  of  $911,000  for  fiscal 
1990.  A three-year  financial  summary  follows: 


MICRO  HEALTHSYSTEMS,  INC. 
THREE-YEAR  FINANCIAL  SUMMARY 
($  thousands,  except  per  share  data) 


FISCAL  YEAR 

ITEM 

3/91 

3/90 

3/89 

Revenue 

• Percent  increase 

$10,174 

$7,449 

$5,321 

from  previous  year 

37% 

40% 

28% 

Income  before  taxes 

$3,240 

$1,585 

$658 

• Percent  increase 
from  previous  year 

104% 

141% 

N/A 

Net  income 
• Percent  increase 

$1,901 

$911 

$369 

from  previous  year 

109% 

147% 

288% 

Earnings  per  share 

$0.44 

$0.24 

$0.10 

• Percent  increase 
from  previous  year 

83% 

140% 

-- 

Revenue  increases  in  fiscal  1991  were  due  to  increased  collections 
and  price  increases  from  certain  clients. 

Research  and  development  expenditures  were  approximately  $1 
million,  $595,000,  and  $462,000  in  fiscal  1991,  1990,  and  1989, 
respectively,  of  which  approximately  90%  was  related  to  MedTake. 
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As  of  March  31,  1991,  Micro  Healthsystems  had  79  employees, 
segmented  as  follows: 


Sales  and  marketing  7 

Systems  installation  3 

Systems  development  and  programming  19 
Administrative,  accounting,  and 
client  support  50 

79 


Competitors  include  Shared  Medical  Systems,  American  Express 
Information  Systems,  and  HBO  & Company. 

• In  addition,  competition  with  the  company's  MedTake  product 
comes  from  Hospital  Data  Sciences  Corporation,  TDS, 
CliniCom,  and  Johnson  and  Johnson. 

• AJSCorp  competitors  include  CyCare,  IDX  Corporation,  and 
Shared  Medical  Systems. 


Key  Products  and  A three-year  summary  of  source  of  revenue  follows: 

Services 

MICRO  HEALTHSYSTEMS,  INC. 

THREE-YEAR  SOURCE  OF  REVENUE  SUMMARY 
($  thousands) 


FISCAL  YEAR 

3/91 

3/90 

3/89 

ITEM 

REVENUE 

$ 

PERCENT 
OF  TOTAL 

REVENUE 

$ 

PERCENT 
OF  TOTAL 

REVENUE 

$ 

PERCENT 
OF  TOTAL 

Maintenance  and 
processing 

$5,546 

55% 

$4,580 

61% 

$2,375 

45% 

Other  software  and 
installation  charges 

1,446 

14% 

720 

10% 

399 

7% 

Software  licenses 

1,246 

12% 

762 

10% 

820 

15% 

Equipment  sales 

1,700 

17% 

1,303 

17% 

1,689 

32% 

Interest 

236 

2% 

84 

1% 

38 

1% 

TOTAL* 

$10,174 

100% 

$7,449 

100% 

$5,321 

100% 

Totals  may  not  add  due  to  rounding. 


January  1992 


Copyright  1992  by  INPUT.  Reproduction  Prohibited. 


Page  3 of  7 


MICRO  HEALTHSYSTEMS,  INC. 


INPUT 


Healthcare  Financial  Management: 

These  software  products  are  available  as  a DEC-based  turnkey 
system  or  for  license  to  run  on  the  client's  in-house  computer. 

The  products,  which  may  be  customized  for  specific  client 
requirements,  include  the  following: 

• The  Inpatient  Management  System  (IPMS)  is  marketed  to 
hospitals  and  provides: 

- Computer  generated  patient  registration  and  charts  upon 
admission 

- Tracking  of  medical  records  and  access  to  information  from 
previous  admissions 

- Daily  comparisons  of  patient  charges  with  permitted 
reimbursement  and  reporting  of  associated  costs 

- Charges  for  diagnostic  related  groupings  required  by  federal 
Medicare  regulations  (DRG),  automatic  patient  and  third- 
party  billing,  rebilling  and  follow-up 

- Financial  and  statistical  reporting 

• The  Outpatient  Management  System  (OPMS)  is  marketed  to 
hospital  emergency  rooms  and  clinics  and  other  ambulatory  care 
facilities,  including  mental  health  and  rehabilitation  centers. 
OPMS  functions  include: 

- Outpatient  registration  and  tracking 

- Automatic  billing  to  patients  or  third-party  payors 

- Rebilling  and  follow-up 

- Financial  and  statistical  reporting 

- Emergency  room  logs,  shift  reports,  patient  load  information, 
and  other  statistical  data 

• Integrated  Hospital  Financial  System  (IHFS)  includes  all  the 
features  of  IPMS  and  OPMS  and  also  includes  payroll, 
budgeting,  and  other  accounting  functions. 

• Home  Care  Management  System  (HCMS)  is  marketed  to  home 
health  care  hospitals  and  is  specifically  designed  to  meet 
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information  needs  to  obtain  reimbursement  under  the  federal 
Medicare  program.  Functions  of  HCMS  include  patient  intake 
data,  computerized  treatment  plans  for  each  patient,  billing  and 
accounts  receivable,  and  statistical  reporting. 

• Physicians  Billing  and  Management  System  (PBMS)  is  marketed 
to  hospital-based  and  private  physician  group  practices. 

- Functions  include  patient  registration,  billing,  accounts 
receivable,  rebilling,  follow-up,  and  financial  and  statistical 
reporting. 

- PBMS  performs  the  same  functions  as  the  INFINITY  system 
acquired  with  AlSCorp  earlier  this  year;  however,  Micro 
Healthsystems  will  continue  to  market  both  products. 

• Micro  Healthsystems  also  offers  systems  operations  (facilities 
management)  of  outpatient  billing  and  accounts  receivable  to 
hospitals  using  OPMS. 

MedTake: 

MedTake  3000  is  Micro  Healthsystems'  current  version  of  its 

microcomputer-based  system  using  individual  bedside  terminals  to 

enhance  or  replace  the  patient  chart. 

• MedTake  consists  of  proprietary  terminals  with  simplified 
keyboards  located  at  the  patients'  bedside,  networked  to  a 
proprietary  PC  at  the  nurses'  station  with  a printer  and  software. 
In  May  1990,  the  company  also  began  offering  IBM's  Model  7690 
Clinical  Workstation  as  an  alternative  bedside  unit. 

• MedTake  allows  nurses,  doctors,  and  other  authorized  health 
care  professionals  to  document  and  review  the  essential  elements 
of  patient  care  at  the  bedside,  including  nurse  care  plans; 
medication  control;  admission,  discharge,  and  transfer  interfaces; 
and  pharmacy,  acuity  and  results  reporting  interfaces.  This 
information  is  then  automatically  communicated  to  each  nursing 
station. 

• Future  plans  for  MedTake  include  links  to  ICU/CCU,  migration 
to  UNIX,  and  interfaces  to  Baxter  and  other  vendors'  products. 

■ As  of  May  1991,  there  were  bedside  units  installed  for  over  30 
MedTake  clients. 
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AlSCorp: 

This  subsidiary  provides  turnkey  systems,  processing  services,  and 
systems  operations  (facilities  management)  services  to  physicians, 
medical  group  practices,  hospital-based  physician  groups,  and 
faculty  practice  plans. 

AlSCorp's  Infinity™  (for  the  IBM  AS/400)  and  Infinity/X  (for  the 
IBM  RS6000)  turnkey  systems  provide  computerized  billing, 
administrative,  marketing,  patient  care,  and  financial  management 
support. 

• After  a one-time  installation  and  training  fee  and  a 90-day 
warranty  on  hardware  and  software,  annual  hardware  and 
software  maintenance  contracts  are  available  through  AlSCorp. 

AlSCorp  provides  products  and  services  to  over  3,000  physicians 
and  currently  manages  physicians'  billing  services  at  hospitals  such 
as  Mt.  Sinai  Medical  Center  (New  York,  NY),  St.  Luke's  Roosevelt 
Hospital  (New  York,  NY),  and  Johns  Hopkins  Hospital 
(Baltimore,  MD). 

Customer  Support: 

Micro  Healthsystems  have  a three-level  service  organization  to 
provide  installation  and  support  services  to  its  clients. 

• External  Client  Services,  the  first  level,  includes  developing 
target  installation  dates  and  site  surveys. 

• Technical  Installation,  the  second  level,  includes  installation  of 
computer  hardware  and  system  software. 

• Internal  Client  Services,  the  third  level,  provides  telephone 
technical  support  to  clients  24  hours  a day,  365  days  per  year. 


One  hundred  percent  of  Micro  Healthsystems'  revenue  is  derived 
from  the  medical  industry. 

During  fiscal  1991,  The  University  of  Medicine  and  Dentistry  of 
Newark,  and  Jersey  Medical  Center  of  Jersey  City  accounted  for 
approximately  19.2%  and  15.6%  of  Micro  Healthsystems'  total 
revenue. 
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INPUT  estimates  that  the  majority  of  Micro  Healthsystems'  fiscal 
1991  revenue  was  derived  from  the  U.S.  and  the  remainder  from 
Canada. 

In  addition  to  its  headquarters  in  West  Orange  (NJ),  the  company 
has  an  office  in  Bridgewater  (NJ). 
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MPACT  EDI  SYSTEMS 

17197  N.  Laurel  Park  Drive 
Livonia,  Michigan  48152 
Phone:  (313)  462-2244 

Fax:  (313)  462-9294 


I'l  Vu':  V''  a 

m m : 


1 


President:  J.  Peter  Selda 

Status:  Subsidiary 

Parent:  Tandem  Computer  Inc. 

Tandem  Revenue:  $1,922,179,000 

MPACT  Revenue:  $3,000,000* 

Employees:  65 

FYE: 

*INPUT  estimate 


Key  Points 

• MPACT  EDI  Systems  (MPACT)  provides  solutions  to  electronic 
commerce  requirements  of  enterprises  in  a worldwide  market, 
offering  software  applications  and  system  integration  services. 

• MPACT  also  offers  an  electronic  data  interchange  (EDI)  software 
application  which  enables  an  enterprise  to  implement  a central 
clearinghouse  approach  to  the  management  of  EDI  or  other  types  of 
electronic  commerce. 

• MPACT  products  give  clients  the  ability  to  create  closer 
communication  ties  with  enterprise  trading  partners  providing 
MPACT  clients  with  a strategic  advantage. 

• Market  acceptance  for  the  MPACT  product  line  was  high  in  1992. 

• MessageWayR  systems  offer  a modular  design  providing  a unique 
functionality  for  value  added  networks  (VAN)  or  the  VAN- 
replacement  marketplace. 

• MPACT  targets  hub  companies  and  emerging  hubs  with 
communication  needs  that  include  EDI  as  well  as  bulk  file  transfer, 
e-mail  messages,  and  binary  files. 

• MPACT  will  focus  on  an  expanded  marketing  effort  in  1993. 
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Description 

MPACT,  a Tandem  company,  was  formerly  a privately  owned  systems 
integration  company  that,  in  1988,  co-developed  an  event-driven  EDI 
message  communications  system  for  Chrysler  Corporation.  This  system 
was  based  on  Tandem  NonStop™  On-Line  Transaction  Processing 
systems.  The  original  EDI  products  business  unit  became  MPACT 
EDI  Systems  in  1989,  when  the  300  person  systems  integration  services 
company  was  divested  to  Cap  Gemini  America. 

Tandem  acquired  MPACT  in  late  1991  as  part  of  its  strategy  to  develop 
software  businesses  that  provide  a complete  solution  for  the  customer. 

MPACT  offers  electronic  commerce  management  software  that 
provides  automatic  and  continuous  delivery  of  EDI  and  other  message 
types  between  business  trading  partners.  The  Message  Way  product 
line  provides  the  user  with  the  ability  to  control  message  document  flow 
in  reference  to  defining  message  delivery  schedules,  translation 
processing  methodology  and  communication  line  routing  using  multiple 
protocols. 

Strategy 

MPACT  targets  large  companies  with  communication  needs  that  go 
beyond  EDI.  File  transfer,  E-mail,  and  real-time  interconnection  of 
application  software  are  possible  through  the  MPACT  product. 

Two  categories  of  targeted  clients  are: 

• Companies  with  many  divisions  that  need  a consolidated, 
comprehensive  communication  switching  platform. 

• Companies  offering  EDI  value-added  network  services. 

Financials 

In  1992,  INPUT  estimates  that  MPACT  revenue  was  approximately  $3 
million. 

Alliances 

MPACT  has  an  implementor/distributor  program.  Distributors 
provide  applications  integration  and  custom  development  services  as 
well  as  enduser  software  support. 

To  date,  MPACT  has  established  ten  distribution  agreements  with 
companies  in  Europe,  Asia  and  the  United  States. 

Key  Products  and 
Services 

MPACT  EDI  software  runs  on  all  Tandem  Guardian™  platforms. 
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INPUT  estimates  that  30  MPACT  systems  have  been  sold  to  date. 

All  products  have  been  priced  according  to  simultaneous  throughput 
required  (i.e.,  the  number  of  telecommunications  sessions  that  can  be 
concurrently  supported  - usually  in  initial  increments  of  3,  6,  or  12). 

Message  Way  Product  Line 

The  MessageWay  product  line  include  message  control,  (mail  box 
handling,  switching,  etc.),  an  EDI  translation  module  (called  XWayR), 
and  a wide  assortment  of  communications  modules  and  value-added 
network  (VAN)  interfaces.  MPACT  pricing  is  for  software  and 
currently  does  not  include  hardware. 

MessageWay  EDI  System  3™  (three  concurrent  lines  supported) 
starting  price  is  $45,000.  Standard  communications  are  asynchronous 
and  bisynchronous.  Optional  modules  for  SNA  or  X.25 
communications  are  $14,500.  Pre-built  VAN  connections  are  $3,500. 

MessageWay  EDI  System  6™,  (supporting  6 concurrent 
telecommunication  sessions)  is  priced  at  $90,000.  MessageWay  EDI 
System  12  (12  lines)  is  priced  at  $180,000. 

MessageWay  software  can  also  be  purchased  without  the  translation 
module.  This  product  is  known  as  the  MessageWay  Electronic 
Mailroom™.  The  product  offers  a non-stop  clearinghouse  system  that 
can  function  as  a front-end  without  the  translation  module. 


MPACT  markets  its  products  primarily  to  Fortune  500  companies  and 
value-added  network  service  providers. 

Three  key  industry  markets  for  MPACT  are  discrete  manufacturing, 
retail,  and  transportation. 


The  principal  targeted  markets  for  MPACT  products  currently  are  the 
United  States,  Europe  and  Asia. 
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Chairman  & CEO:  William  H.  Gates 

Corporate  Headquarters 
One  Microsoft  Way 
Redmond,  WA  98052-6399 

C Phone:  (206)  882-8080 

Fax:  (206)  936-7329 

Internet:  Http://www.microsoft.com 


Status:  Public 

Employees:  17,801  (6/95) 

Revenue:  $5,937,000,000 

Fiscal  Year  End:  6/30/95 


Key  Points 

• Microsoft  Corporation  develops, 
manufactures,  licenses,  sells,  and  supports  a 
wide  range  of  software  products,  as  well  as 
its  new  online  service,  The  Microsoft 
Network  (MSN).  The  company  also  markets 
personal  computer  books  and  input  devices. 

• In  April  1996,  Microsoft  announced  its 
agreement  to  acquire  aha!  software,  a 
handwriting  recognition  software  developer, 
aha!  is  the  producer  of  the  Smartlnk 
technology  that  allows  users  of  mobile 


computers  and  communicators  to  edit  their 
original  ink  handwriting  as  if  it  were 
computer  text. 

• In  April  1996,  the  company  acquired  EXOS 
Inc.,  the  interactive  entertainment 
developer  of  the  force  feedback  technology 
for  game  control  devices. 

• In  February  1996,  Microsoft  announced  that 
it  would  incorporate  Sun  Microsystems’ 

Java  programming  language,  as  well  as  its 
own  Visual  Basic  Script,  into  its  Internet 
strategy. 

• Microsoft  reorganized  its  Platforms  Product 
Group  in  February  1996,  consolidating  it 
from  four  divisions  to  three.  Included  in  the 
new  structure  is  a separate  division  to  focus 
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on  the  Internet  systems.  The  company’s 
Applications  and  Content  Group  also  made 
some  organizational  changes. 

• In  January  1996,  Microsoft  acquired 
Vermeer  Technologies,  Inc.,  creator  of  the 
FrontPage™  program  used  to  convert 
information  into  the  Web  format.  This 
acquisition  is  intended  to  support 
Microsoft’s  new  Internet  strategy. 

• In  December  1995,  Microsoft  announced  its 
long-term  strategic  commitment  to 
embracing  and  extending  the  Internet 
through  integration  of  its  products  with  the 
public  network. 

• Microsoft’s  business  strategy  emphasizes 
the  development  of  a range  personal 
computer  software  products  for  both 
business  and  personal  use,  marketed 
through  multiple  channels  of  distribution. 

• Microsoft’s  Windows™  operating  system  is 
at  the  core  of  the  company’s  systems 
strategy. 

• In  August  1995,  celebrating  the  company’s 
20th  anniversary,  Microsoft  released  its 
Windows®  95  desktop  operating  system 
simultaneously  in  eight  different  languages. 
Windows  95  is  intended  to  lead  the  personal 
computer  into  a newr  role  as  a platform  for 
the  Internet  and  the  world  of  interactive 
networks. 

Company  Description 

Microsoft  Corporation  was  founded  as  a 
partnership  in  1975  and  was  incorporated  in 
1981.  The  company  develops,  manufactures, 
markets,  and  supports  microcomputer 
systems  and  applications  software  products, 
as  well  as  related  books,  hardware,  and 
multimedia  products. 


Microsoft’s  primary  proprietary  operating 
systems  for  microcomputers  include: 

• Microsoft  Windows®  95  operating  system 

• Microsoft  MS-DOS®  operating  system 

• Microsoft  Windows™  operating  system 

• Microsoft  Windows  for  Workgroups 

• Microsoft  Windows  NT™  operating  system 

Organization  and  Structure 

Through  1995,  Microsoft  product  offerings 
were  organized  under  two  product  groups — 
The  Platforms  Product  Group  and  The 
Applications  and  Content  Product  Group. 

• The  Platforms  Product  Group  consisted  of 
four  divisions,  each  responsible  for  a 
particular  area  of  platform  software 
development  and  marketing — the  Personal 
Systems  Division,  the  Business  Systems 
Division,  the  Developer  Division,  and  the 
Consumer  Systems  Division. 

• The  Applications  and  Content  Product 
Group  was  comprised  of  two  divisions  that 
created  and  marketed  productivity 
programs  for  PCs  and  multimedia  content 
titles.  The  group  also  included  one  division 
for  on-line  systems  and  a research  facility. 

In  February  1996,  the  company  reorganized 
these  two  products  groups.  The  Platforms 
Group  was  aligned  to  more  closely  coordinate 
the  company’s  Windows  family  strategy  and 
to  concentrate  on  developing  complementary 
products  and  technologies  for  the  Internet. 
The  Applications  and  Content  Group  was 
reorganized  to  better  align  the  organization 
for  continued  success. 

Microsoft  is  currently  divided  into  four  main 
groups  as  follows: 
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• The  Platforms  Product  Group  is  responsible 
for  providing  its  customers  with  operating 
system  products,  server  products,  and  tools 
for  the  PC  and  the  Internet.  The  new 
organization  will  provide  enhanced  focus  on 
the  company’s  core  Windows-based 
business,  while  helping  it  to  capitalize  on 
the  new  opportunities  offered  by  the 
Internet.  The  Platforms  Product  Group 
consists  of  three  divisions: 

- The  Desktop  and  Business  Systems 
Division  has  overall  responsibility  for  the 
Microsoft  Windows  product  family.  It  will 
also  continue  to  build  the  infrastructure 
for  distributed  computing  for  large  and 
small  businesses  through  development  of 
the  Microsoft  BackOffice™  suite  of  server 
applications. 

- The  Internet  Platform  and  Tools  Division 
has  overall  development  and  marketing 
responsibility  for  client  software,  run-time 
libraries,  development  tools,  and 
additional  server  products  to  provide  an 
open  platform  for  developing,  running,  and 
managing  Internet  applications  and 
content. 

- The  Consumer  Platforms  Division  has  two 
major  areas  of  focus — to  produce  systems 
software  products  for  non-PC  devices  that 
build  on  and  extend  the  company’s 
technology  and  tools  base,  and  to  deliver 
complete,  integrated  software  systems  for 
public  network  operators. 

• The  Applications  and  Content  Product 
Group  is  comprised  of  four  divisions  that 
create  and  market  productivity  programs  for 
PCs  and  multimedia  content  titles.  The 
group  also  includes  a research  facility. 

- The  Consumer  Productivity 
Group/Desktop  Applications  Division 
combines  two  predecessor  groups  under 


one  division — the  Desktop  Applications 
and  the  Consumer  divisions.  In  addition 
to  overseeing  the  Microsoft  Publisher, 
Works,  Microsoft  Office®,  Microsoft  Word, 
Microsoft  Excel,  and  PowerPoint® 
applications,  this  division  also  has 
responsibility  for  shaping  the  company’s 
overall  productivity  application  strategy 
for  the  home  and  small  business. 

- The  Interactive  Media  Division  wiU  focus 
on  creating  and  marketing  worldwide 
interactive  entertainment  and  information 
products  across  a variety  of  media.  These 
include  the  Internet,  with  The  Microsoft 
Network  (MSN)  and  other  on-line 
products,  and  CD  ROM  versions. 

- The  Desktop  Finance  Division  is 
responsible  for  the  company’s  personal 
finance  products. 

- The  Desktop  and  Business  Division  is 
responsible  for  consumer  input  devices. 

• The  Sales  and  Support  Group  is  responsible 
for  building  long-term  business 
relationships  with  customers.  This  group  is 
organized  to  serve  three  customer  types — 
OEMs  (original  equipment  manufacturers), 
end  users,  and  organizations — and  to 
manage  the  channels  that  serve  them.  This 
group  is  organized  into  the  OEM  channel 
and  three  geographic  channels: 

- OEM 

- U.S.  and  Canada 

- Europe 

- Other  International 

The  Sales  and  Support  Group  also  provides 
support  for  Microsoft’s  products  through: 

- Product  Support  Services 

- Consulting  Services 

- Solutions  Providers 
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• The  Operations  Group  is  responsible  for 
managing  business  operations  and  overall 
business  planning.  This  includes  the 
process  of  manufacturing  and  delivering 
finished  goods,  licenses,  subscriptions, 
fulfillment  orders,  and  other  corporate 
functions. 

Worldwide  operations  of  the  corporation  are 
directed  from  Microsoft’s  corporate 
headquarters  in  Redmond  (WA). 

• Manufacturing  facilities  are  located  in 
Bothell  (WA),  Dublin  (Ireland),  and 
Humacao  (Puerto  Rico). 

• Microsoft  operates  sales,  training,  and  field 
service  centers  across  the  U.S. 

• The  company  has  established  marketing, 
support  and/or  distribution  subsidiaries 
internationally  in  Argentina,  Australia, 
Austria,  Belgium,  Brazil,  Canada,  Chile, 
Colombia,  Costa  Rica,  the  Czech  Republic, 
Denmark,  Ecuador,  Finland,  France, 
Germany,  Greece,  Hong  Kong,  Hungary, 
India,  Israel,  Italy,  Japan,  Korea,  Malaysia, 
Mexico,  Morocco,  the  Netherlands,  New 
Zealand,  Norway,  the  People’s  Republic  of 
China,  Peru,  the  Philippines,  Poland, 
Portugal,  Puerto  Rico,  Russia,  Singapore, 
the  Slovak  Republic,  Slovenia,  South  Africa, 
Spain,  Sweden,  Switzerland,  Taiwan, 
Thailand,  Turkey,  the  United  Arab 
Emirates,  the  United  Kingdom,  and 
Venezuela. 

Company  Strategy 

In  December  1995,  Microsoft  announced  its 
long-term  strategy  of  wide-ranging 
commitment  to  embrace  and  extend  the 
Internet  by  integrating  its  products  with  the 
rapidly  emerging  public  network. 


In  February  1996,  the  company  changed  its 
Internet  strategy  to  include  Sun 
Microsystems’  nonproprietary  Java 
programming  language,  used  to  distribute 
Internet  applications  to  Windows-based  PCs. 
Microsoft  also  announced  its  commitment  to 
its  own  Visual  Basic  Script,  a scripting 
language  used  to  create  active  content  on  the 
World  Wide  Web. 

The  February  1996  reorganization  of  the 
Platforms  Product  Group  formed  three 
divisions  to  concentrate  on  Internet  programs, 
new  consumer  devices,  and  the  company’s 
computer  operating  systems. 

In  support  of  its  new  commitment  to  the 
Internet,  Microsoft  is  now  offering  free 
versions  of  the  Internet  Explorer  Web 
browser,  and  has  plans  to  market  the  Internet 
Information  Server  with  its  Windows  NT 
Server.  In  addition,  the  company  has  plans 
for  the  Windows  NT  and  Office  suite  of 
products  to  provide  increased  Internet 
functionality. 

Additional  commitment  to  the  Internet  is 
evidenced  through  the  recent  acquisitions  of 
Vermeer  Technologies  and  Colusa  Software, 
Inc.,  as  well  as  alliances  with  America 
OnLine,  MCI,  nCompass  Labs,  Inc.,  and  Citrix 
Systems,  Inc. 

Financials 

Microsoft  fiscal  1995  revenue  was  $5,937 
million,  a 28%  increase  over  fiscal  1994 
revenue  of  $4,649  million.  Net  income  rose  to 
$1,453  million,  an  increase  of  27%  over  fiscal 
1994  net  income  of  $1,146  million. 

A five-year  financial  summary  is  shown  on  the 
following  page. 
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Microsoft  Corporation 
Five-Year  Financial  Summary 
($  Millions,  except  per-share  data) 


Fiscal  Year 

Item 

6/95 

6/94 

6/93 

6/92 

6/91 

Revenue 

$5,937 

$4,649 

$3,753 

$2,759 

$1,843 

• Percent  change  from 
previous  year 

8% 

24% 

36% 

50% 

56% 

Income  before  taxes 

$2,167 

$1,722 

$1,401 

$1,041 

$671 

• Percent  change  from 
previous  year 

26% 

23% 

35% 

55% 

63% 

Net  income 

$1,453 

$1,146 

$953 

$708 

$463 

• Percent  change  from 
previous  year 

27% 

20% 

35% 

53% 

66% 

Earnings  per  share 

$2.32 

$1.88 

$1.57 

$1.20 

$0.82 

• Percent  change  from 
previous  year 

23% 

20% 

31% 

47% 

58% 

Fiscal  1995  revenue  growth  is  primarily 
attributed  to  software  license  volume  growth, 
as  opposed  to  price  increases. 

• Average  selling  price  per  license  has 
decreased  due  to  general  shifts  in  the  sales 
mix  from  retail  package  products  to 
licensing  programs,  from  new  products  to 
product  upgrades,  and  from  stand  alone 
desktop  applications  to  integrated  product 
suites. 

• Average  revenue  per  license  from  OEM 
licenses  and  corporate  license  programs  is 
lower  than  average  revenue  per  license  from 
retail  versions. 

• Prices  of  integrated  suites  are  less  than  the 
sum  of  the  prices  for  the  individual 
programs  included  when  licensed 
separately. 


Microsoft  research  and  development  costs 
were  approximately  $860  million  in  fiscal 
1995  (14%  of  total  revenue),  compared  to  $610 
million  (13%  of  revenue),  and  $470  million 
(13%  of  revenue)  in  fiscal  years  1994  and 
1993,  respectively. 

Revenue  Analysis  by  Product  / Service 
Microsoft  has  two  product  groups:  a platforms 
product  group,  and  an  applications  and 
content  product  group.  Platforms  product 
group  revenue  was  $2,356  million  in  fiscal 
1995,  compared  to  $1,827  million  and  $1,518 
million  in  fiscal  years  1994  and  1993, 
respectively.  Applications  and  content 
product  group  revenue  was  $3,581  million  in 
fiscal  1995,  compared  to  $2,822  million  and 
$2,235  million  in  fiscal  years  1994  and  1993, 
respectively. 

A three-year  source  of  revenue  summary,  by 
product,  is  shown  on  the  following  page. 
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Microsoft  Corporation 
Three-Year  Source  of  Revenue  Summary 
($  Millions) 


Fiscal  Year 

6/95 

6/94 

6/93 

Product  groups 

Revenue 

$ 

Percent  of 
Total 

Revenue 

$ 

Percent  of 
Total 

Revenue 

$ 

Percent  of 
Total 

Platforms 

$2,356 

40% 

$1,827 

39% 

$1,518 

40% 

Applications  and  Content 

3,581 

60% 

2,822 

61% 

2,235 

60% 

Total 

$5,937 

100% 

$4,649 

100% 

$3,753 

100% 

The  Platforms  product  group  derives  revenue 
from  personal  systems  products,  business 
systems  products,  and  developer  products. 
Fiscal  1995  platforms  product  revenue  growth 
is  credited  to  the  following: 

• Principal  personal  systems  products  have 
been  for  the  MS-DOS  and  Microsoft 
Windows  operating  systems. 

- Revenue  from  OEM  licenses  for  MS-DOS 
increased  steadily  in  fiscal  1994  and  1995. 

- Revenue  from  retail  upgrade  versions  of 
MS-DOS  decreased  in  both  years,  after  a 
strong  increase  in  fiscal  1993  when  MS- 
DOS  6 Upgrade  was  released. 

- The  Microsoft  Windows  operating  system 
has  been  an  increasingly  strong 
contributor  to  revenue  over  the  three-year 
period,  as  the  number  of  new  PCs 
preinstalled  with  Windows  grew 
substantially. 

• Revenue  from  business  systems  products, 
based  on  Microsoft  Windows  NT  and 
applications  in  the  Microsoft  BackOffice 
family,  increased  strongly  in  both  fiscal 
1994  and  1995. 


• Developer  product  revenue  increased 
steadily  over  the  three-year  period,  as  more 
independent  software  vendors,  corporate 
developers,  and  solutions  developers 
licensed  tools  to  develop  software  for 
Windows  and  Windows  NT. 

Applications  and  Content  product  group 
revenue  increases  were  attributed  to  the 
following: 

• Increases  in  desktop  applications  revenue 
over  the  three-year  period,  led  by  strong 
Microsoft  Office  product  sales 

• Increases  in  consumer  products  revenue 
during  fiscal  1995 

- Microsoft  Home  consumer  products, 
displayed  continuing  growth. 

- Microsoft  Mouse  sales  were  flat  during  the 
three-year  period. 

- The  initial  introduction  of  Microsoft 
Natural  Keyboard  contributed  to  the 
increase  in  fiscal  1995  revenue. 
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Interim  Results 

Microsoft  revenue  for  the  nine -month  period 
ending  March  31,  1996  was  $6.4  billion,  an 
increase  of  49%  over  revenue  of  $4.3  billion  for 
the  same  period  in  1995.  Net  income  rose  to 
$1.6  billion  for  the  period,  a 51%  increase  over 
net  income  of  nearly  $1.1  billion  for  the  same 
period  the  previous  year. 

• OEM  channel  revenue  grew  to  29%  of 
revenue  during  the  nine-month  period,  from 
27%  during  the  same  period  the  previous 
year. 

• Platforms  group  revenue  increased  to  49%  of 
total  revenue  during  the  period,  up  from 
40%  the  same  prior-year  period. 

Applications  and  Content  group  revenue  fell 
to  51%  of  revenue,  from  60%  during  the 
period  in  1995. 

- The  Desktop  Applications  Division 
experienced  superior  results,  driven  by 
sales  of  the  latest  versions  of  Microsoft 
Office,  and  sales  in  the  Far  East,  which 
were  nearly  double  those  of  the  previous 
year 


- Revenue  from  the  BackOffice  suite  of 
products  has  more  than  doubled  during 
the  period  over  the  same  period  the 
previous  year. 

Market  Financials 

Microsoft’s  customers  include  individuals  in 
businesses  (both  small  and  large),  represent- 
ing a variety  of  industries,  government 
agencies,  educational  institutions,  and  home 
users. 

Microsoft  markets  its  software  and  hardware 
products  through  four  primary  channels  of 
distribution:  the  OEM  channel,  and  the 
company’s  three  major  geographic  sales  and 
marketing  organizations — U.S.  and  Canada, 
Eui’ope,  and  Other  International. 

Revenue  Analysis  by  Distribution  Channel 

OEM  channel  revenue  was  $1,650  million  in 
fiscal  1995,  U.S.  and  Canada  channel  revenue 
was  $1,876  million,  Europe  revenue  was 
$1,487  million,  and  Other  International 
channel  revenue  was  $924  million  in  fiscal 
1995.  A three-year  source  of  revenue 
summary,  by  distribution  channel,  follows. 


Microsoft  Corporation 
Three-Year  Source  of  Revenue  Summary 
($  Millions) 


Fiscal  Year 

6/95 

6/94 

6/93 

Distribution  Channel 

Revenue 

$ 

Percent  of 
Total 

Revenue 

$ 

Percent  of 
Total 

Revenue 

$ 

Percent  of 
Total 

U.S. and  Canada 

$1,876 

32% 

$1,575 

34% 

$1,371 

37% 

Europe 

1,487 

25% 

1,363 

29% 

1,259 

34% 

Other  International 

924 

15% 

532 

11% 

392 

10% 

OEM  Channels 

1,650 

28% 

1,179 

26% 

731 

19% 

Total 

$5,937 

100% 

$4,649 

100% 

$3,753 

100% 
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OEM  channel  revenues  are  license  fees  from 
original  equipment  manufacturers. 

Geographic  sales  and  marketing 
organizations’  revenues  are  from  corporate 
license  fees  and  packaged  product  sales  to 
distributors  and  resellers. 

• Management  attributes  lower  European 
growth  rates  than  in  other  geographic  areas 
to  general  economic  slowness,  higher 
existing  market  share,  and  a more  dramatic 
shift  to  corporate  licensing  programs. 

• Strong  Other  International  growth  rates  are 
attributed  to  customer  acceptance  of  newly 


localized  products,  especially  in  Japan,  and 
early  entrance  into  emerging  markets. 

Geographic  Markets 

Approximately  45%  of  Microsoft’s  fiscal  1995 
revenue  was  derived  from  the  U.S.  and  55% 
from  international  sources,  which  include 
European  operations,  other  international 
operations,  exports,  and  OEM  distribution. 
Approximately  46%  of  fiscal  1994  revenue  and 
45%  of  fiscal  1993  revenue  was  derived  from 
the  U.S. 

A three-year  geographic  financial  summary, 
as  provided  by  Microsoft,  follows. 


Microsoft  Corporation 
Three-Year  Geographic  Financial  Summary 
($  Millions) 


Fiscal  Year 

6/95 

6/94 

6/93 

Item 

Revenue 

$ 

Percent  of 
Total 

Revenue 

$ 

Percent  of 
Total 

Revenue 

$ 

Percent  of 
Total 

Revenue 

- U.S.  operations  (a) 

$4,495 

74% 

$3,472 

75% 

$2,655 

71% 

- European  operations 

1,575 

26% 

1,401 

30% 

1,289 

34% 

- Other  international  operations(b) 

558 

9% 

375 

8% 

395 

11% 

- (Eliminations) 

(586) 

(9%) 

(599) 

(13%) 

(586) 

(16%) 

Total 

$6,042 

100% 

$4,649 

100% 

$3,753 

100% 

Operating  income 
- U.S.  operations  (a) 

$1,709 

84% 

$1,394 

81% 

$961 

73% 

- European  operations 

412 

20% 

346 

20% 

360 

27% 

- Other  international  operations(b) 

91 

4% 

31 

2% 

18 

1% 

- (Eliminations) 

(174) 

(8%) 

(45) 

(3%) 

(13) 

(1%) 

Total 

$2,038 

100% 

$1,726 

100% 

$1,326 

100% 

(a)  Includes  exports  and  international  OEM  transactions  totaling  $1,263  million,  $787  million,  and  $426  million 


in  fiscal  years  1995,  1994,  and  1993,  respectively. 
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“U.S.  operations”  includes  shipments  to 
customers  in  the  U.S.,  licensing  to  OEMs,  and 
exports  of  finished  goods  directly  to 
international  customers,  primarily  in  Canada, 
South  America,  and  Asia. 

“Other  international  operations”  primarily 
includes  subsidiaries  in  Australia,  Japan, 
Korea,  and  Taiwan. 

Acquisitions 

In  April  1996,  Microsoft  announced  an 
agreement  to  acquire  Mountain  View  (CA)- 
based  aha!  software  corporation,  aha! 
software,  founded  in  1991,  develops  and 
markets  innovative,  top-quality  software 
products.  Included  in  the  acquisition  will  be 
the  Smartlnk  technology  that  overcomes 
handwriting-recognition  obstacles  by  allowing 
users  to  edit  their  original  ink  handwriting  in 
the  same  manner  as  they  do  text  with  a work 
processor. 

In  April  1996,  Microsoft  acquired  Boston 
(MA)-based  EXOS  Inc.,  which  designs, 
develops,  and  manufactures  controllers  for 
interactive  entertainment  for  arcades,  home 
video  systems,  and  PCs.  EXOS’  force 
feedback  technology  for  game  control  devices 
enables  users  to  feel  gaming  effects  such  as 
turbulent  flight  simulations  and  race-car 
crashes.  This  addition  strengthens  the 
company’s  commitment  to  providing 
consumers  with  more  compelling  PC  game 
play. 

In  March  1996,  Microsoft  acquired  Colusa 
Software,  Inc.,  providing  a full  range  of  tools 
and  technologies  to  support  and  strengthen 
Microsoft’s  Internet  strategy.  Colusa’s 
principal  product,  Omniware,  enables 
developers  to  create  processor-independent 
client-side  components  for  the  Internet  and 
intranet  environments,  using  existing 
programming  languages  such  as  C and  C++. 


In  January  1996,  Microsoft  acquired 
Cambridge  (MA)-based  Vermeer  Technologies, 
Inc.,  creators  of  the  FrontPage™  program, 
and  a pioneer  of  visual,  standards-based 
publishing  tools  for  the  World  Wide  Web. 
Microsoft  intends  to  incorporate  the 
FrontPage  Web  authorizing  software  with  its 
Office  suite  of  products.  Many  believe 
Microsoft  will  build  this  into  the  leading  way 
for  nontechnical  users  to  write  for  the  Web 
portion  of  the  Internet. 

In  November  1995,  Microsoft  acquired 
Netwise  Inc.,  a developer  of  connectivity 
middleware.  The  acquisition  of  Netwise’s 
TransAccess  product  line  is  expected  to 
strengthen  Microsoft’s  PC-to-mainframe 
communications  product  line  by  providing  the 
SQL  Server  access  to  data,  and  to  the 
applications  controlling  the  data  in  the 
mainframe  databases. 

In  early  1995,  Microsoft  announced 
agreements  with  50  leading  manufacturers  of 
computer  hardware  and  software  to  list  their 
products  on  The  Microsoft  Network  (MSN). 
Hewlett-Packard  was  identified  as  one  of  the 
larger  participants. 

Employees 

As  of  June  30,  1995,  Microsoft  had 
approximately  17,801  employees  (12,193 
domestic  and  5,608  international),  segmented 
as  follows: 


Marketing/sales/support 9,166 

Research  and  development 5,397 

Manufacturing,  distribution 1,639 

Finance  and  administration 1,599 


17,801 

Key  Products  and  Services 

Microsoft’s  current  product  and  service 
offerings  are  summarized  by  division  as 
follows: 
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The  Platforms  Product  Group 

Desktop  and  Business  Systems 
The  Desktop  and  Business  Systems  Division 
develops  desktop  operating  systems  software 
as  well  as  maintaining  responsibility  for 
developing  and  marketing  the  Microsoft 
BackOffice  suite  of  server  applications. 

Microsoft’s  primary  operating  systems 
include: 

• Windows  95 — A desktop  personal  operating 
system  designed  to  replace  MS-DOS, 
Windows,  and  Windows  for  Workgroups.  It 
is  a 32-bit  operating  system  that  is 
compatible  with  existing  Windows  and  MS- 
DOS  software  applications. 

• MS-DOS — An  operating  system  for  PCs  that 
is  single-user  and  single-tasking 

• Windows  3.1 — A graphical  operating  system 
for  MS-DOS-based  PCs,  supporting  high- 
performance  Windows-based  applications 

• Windows  for  Workgroups  3.11 — An 
operating  system  that  integrates  network 
and  workgroup  functionality  into  the 
Windows  operating  system 

Key  BackOffice  family  products  include: 

• Microsoft  Windows  NT  Workstation  and 
Server — A 32-bit  desktop  operating  system 
for  chent/server  computing  that  provides 
integrated  mail  and  networking  with  remote 
access.  It  also  provides  pre-emptive 
multitasking,  advanced  security,  and 
support  for  background  communication 
sessions  for  users  of  powerful  PCs, 
workstations  and  network  servers. 

• The  Windows  NT  Server  provides  extensive 
network  management  features, 
administrative  tools,  security,  and  fault 
tolerance. 


• SQL  Server — An  intelligent,  high- 
performance  relational  database 
management  system  for  PC  local-area 
networks  running  under  OS/2.  It  was 
developed  jointly  by  Microsoft  and  Sybase. 

• SNA  Server — A highly  fault-tolerant 
gateway  product  that  connects  PC  LANs 
with  IBM  host  systems  using  SNA  protocols 

• Systems  Management  Server — A software 
tool  that  facilitates  the  central  management 
of  distributed  environments 

• Exchange  Server — Released  in  April  1996, 
Exchange  Server  is  the  first  integrated 
messaging  and  groupware  server  designed 
to  provide  users  and  system  administrators 
with  native  open  and  secure  access  to  the 
Internet. 

• Exchange  Server  Enterprise  Edition — The 
full-featured  version  of  Exchange  Server, 
which  includes  the  X.400  Connector, 
Internet  Mail  Connector,  Microsoft 
Exchange  Connector,  and  the  Exchange 
Server 

• Mail  Server — A PC  network  server  for 
distributing  messages  and  information  that 
supports  Windows  95,  Windows  3.1, 
Windows  for  Workgroups  3.11,  MS-DOS, 
Macintosh,  and  OS/2  platforms. 

• Microsoft  Mail — A workgroup  application 
for  PC  networks  that  offers  large,  corporate 
users  support  for  multiple  network 
environments.  It  includes  client  access 
software  for  Windows  95,  Windows  3.1, 
Windows  for  Workgroups  3.11,  MS-DOS, 
Macintosh,  and  OS/2  platforms. 

• Microsoft  Schedule* — A calendaring  and 
scheduling  program  using  Microsoft  Mail 
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Internet  Platform  and  Tools  Division 
This  division  offers  database  products, 
software  development  tools,  and  run-time 
libraries. 

• Microsoft  FoxPro® — A desktop  database 
development  tool  that  supports  xBase 
applications  on  MS-DOS,  Windows  3.1, 
Windows  for  Workgroups  3.11,  Windows 
NT,  Macintosh,  and  UNIX 

Software  Development  Tools  and  Computer 
Languages  include: 

• Visual  C++™  development  for  16-  and  32-bit 
application  development  on  Windows  3.1, 
Windows  95,  and  Windows  NT 

• Visual  Basic™  programming  system  for 
Windows  95,  Windows  3.1,  Windows  for 
Workgroups  3.11,  and  Windows  NT 

• Development  environment  in  the  FORTRAN 
language  for  MS-DOS,  Windows  3.1, 
Windows  for  Workgoups  3.11,  and 
Windows  NT 

Consumer  Platforms  Division 
The  Consumer  Platforms  Division  is 
responsible  for  producing  systems  software 
products  for  non-PC  devices  that  build  on,  and 
extend  the  company’s  technology  and  tools 
base. 

This  group  is  also  responsible  for  delivering 
integrated  software  systems  for  public 
network  operators. 

Applications  and  Content  Group 

Consumer  Productivity  Group / Desktop 
Applications  Division 

This  division  develops  applications  software 
products  that  include  word  processing, 
spreadsheets,  and  presentation  graphics 
programs,  summarized  as  follows: 


• Microsoft  Office — Available  in  two  editions, 
Standard  and  Professional. 

- The  Standard  edition  is  available  for 
Windows  95,  Windows  3.1,  Windows  for 
Workgroups  3.11,  and  Macintosh 
operating  systems.  It  includes  Microsoft 
Word,  Microsoft  Excel,  the  Microsoft 
PowerPoint  presentation  graphics 
program,  and  a workstation  license  for 
Microsoft  Mail.  The  Office  for  Windows  95 
version  includes  Schedule+  in  place  of 
Microsoft  Mail. 

- The  Professional  edition  for  Windows  adds 
the  Microsoft  Access®  database.  The 
installed  base  of  Microsoft  Office  is  over  6 
million  units  worldwide. 

• Microsoft  Word — The  company’s  principal 
word  processing  program  with  versions 
available  for  Windows  95,  Windows  3.1, 
Windows  for  Workgroups  3.11,  Windows 
NT,  OS/2,  and  Macintosh  environments 

• Microsoft  Excel — The  company’s 
spreadsheet  program,  with  versions 
available  for  Windows  95,  Windows  3.1, 
Windows  for  Workgroups  3.11,  Window's 
NT,  and  Macintosh  operating  systems 

• Microsoft  PowerPoint — A presentation 
graphics  program  that  runs  under  Windows 
95,  Windows  3.1,  Windows  for  Workgroups 
3.11,  and  Macintosh  operating  systems 

• Microsoft  Project — A critical-path  method 
project  scheduling  and  resource  allocation 
program  that  runs  on  Windows  95,  Windows 
3.1,  Windows  for  Workgroups  3.11,  and 
Macintosh  operating  systems.  Project  can 
perform  budgeting,  monitoring,  and  cost 
estimating  for  large  business  projects. 

The  company’s  leading  consumer  productivity 

products  for  home  and  small  business  include: 
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• Microsoft  Works,  an  integrated  program 
with  basic  word  processing,  spreadsheet, 
and  database  capabilities 

• Microsoft  Publisher,  an  entry-level  desktop 
publishing  tool  that  automates  the  design 
process  of  newsletters,  calendars,  greeting 
cards,  and  invitations 

• Microsoft  Access — A relational  database 
management  application  designed  for 
interactive  users  and  developers 

Interactive  Media  Division 

The  Interactive  Media  Division  develops  and 
markets  worldwide  interactive  entertainment 
and  information  products,  and  kids’  titles 
across  various  media;  it  is  responsible  for  The 
Microsoft  Network  (MSN),  and  also  houses 
the  MSNBC  joint  venture  between  Microsoft 
and  NBC. 

Interactive  Media  Division  products  include: 

• Microsoft  Encarta™,  a multimedia 
encyclopedia  database 

• Microsoft  Encarta  96  World  Atlas,  a 
multimedia  world  atlas  database 

• Microsoft  Bookshelf®,  a multimedia 
reference  library  that  includes  a dictionary, 
world  atlas,  world  almanac,  thesaurus, 
encyclopedia,  and  two  books  of  quotations 

• Microsoft  Cinemania™,  an  interactive  guide 
to  the  movies 

• Microsoft  Dinosaurs 

• Automap  Road  Atlas,  a route-planning 
program  with  detailed  maps  and  road 
information  for  North  American  routes 

• Microsoft  Creative  Writer,  a creative  writing 
and  publishing  program 


• Microsoft  Fine  Artist,  a comprehensive  art 
program 

• The  Magic  School  Bus  series,  based  on  the 
children’s  book  and  television  series 

• Microsoft  Flight  Simulator,  an  airplane- 
flying game,  developed  by  Bruce  Artwick 
Organization  LTD 

• Microsoft  Golf,  a simulation  of  the  sport  of 
golf,  licensed  from  Access  Software,  Inc. 

• Microsoft  Fury3  game 

The  Microsoft  Network  (MSN)  is  the 
company’s  new,  interactive  online  service. 

• The  MSN  provides  access  to  the  Internet, 
electronic  mail,  and  bulletin  boards. 

• The  Microsoft  Internet  Explorer  is  the 
company’s  free  Internet  browser. 

• MSN  is  owned  by  The  Microsoft  Network, 
LLC  (formerly  the  Microsoft  Online  Services 
Partnership),  of  which  Microsoft  owns  80%, 
and  a subsidiary  of  Tele-Communications, 
Inc.  (TCI)  owns  the  remaining  20%. 

• In  March  1996,  The  Microsoft  Network 
announced  that  MSN,  which  became 
available  with  the  release  of  Microsoft 
Windows  95  on  August  24,  1995,  had 
reached  one  million  subscribers,  making  it 
the  fastest-starting  Internet  online  service 
in  history. 

The  MSNBC  is  the  product  of  the  joint 
venture  between  Microsoft  and  NBC  to  create 
a 24-hour  news  and  information  channel  and 
interactive  on-line  news  service.  MSNBC  is 
responsible  for  the  content  of  the  Microsoft 
Network. 
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Desktop  Finance  Division 

• Microsoft  Money  is  the  company’s  financial 
organization  product,  providing  on-line 
home-banking  services  with  17  different 
banks  in  the  U.S. 

Desktop  and  Business  Division 
The  Desktop  and  Business  Division  is 
responsible  for  the  development  and 
marketing  of  the  company’s  consumer  input 
devices,  including: 

• The  Microsoft  SideWinder™  joystick 

• The  Microsoft  Mouse,  compatible  with  MS- 
DOS,  Windows  95,  Windows  3.1,  and 
Windows  for  Workgroups  3.11  operating 
systems 

• The  Microsoft  BallPoint®  Mouse,  designed 
especially  for  use  with  laptop  and  notebook 
computers 

Operations  Group 

The  Operations  Group  manages  business 
operations  and  overall  business  planning  for 
Microsoft  Corporation.  This  group  oversees 
the  manufacturing  process  and  delivery  of 
finished  goods,  as  well  as  fulfillment  of  orders, 
licenses,  and  subscriptions. 

This  group  no  longer  manages  the  publishing 
efforts  of  the  Microsoft  Press,  which  is  now  an 
independent  group. 

Microsoft  Press 

Microsoft  Press,  founded  in  1983,  publishes 
books  about  Microsoft  products,  other 
software  developers,  and  current 
developments  in  the  microcomputer  industry. 

• Books  published  by  Microsoft  Press  are 
typically  written  and  copyrighted  by 
independent  authors  who  submit  their 
manuscripts  to  Microsoft  for  publication  and 


receive  royalties  based  on  net  revenue 
generated  by  the  product. 

• Publisher’s  Resources,  Inc.  acts  as  the 
company’s  main  fulfillment  house  in  the 
U.S. 

Product  Support 

Through  a specialized  group  of  Microsoft 
Solutions  Providers  that  include  Authorized 
Support  Centers  and  Authorized  Training 
Centers,  the  company  offers  multivendor 
support,  consulting  services,  and  advisory  and 
diagnostic  assistance. 

The  company  offers  technical  support  for  all  of 
its  products  through  its  Product  Support 
Services  Group  locations  in  the  U.S.,  and  in 
Microsoft  subsidiaries.  The  group  handles 
questions  through  telephone  and  letter 
requests,  and  provides  assistance  to 
developers  and  OEMs.  Coverage  options 
range  from  no-charge  toll  telephone  support  to 
fee-based  support  providing  unlimited  800 
number  and  electronic  technical  support  for 
all  Microsoft  products  24  hours  per  day,  7 
days  per  week. 

In  addition,  Microsoft  has  a database  called 
Microsoft  KnowledgeBase  that  contains  over 
55,000  technical  articles  with  useful 
information  regarding  Microsoft  products. 

The  company  also  offers  two  information 
subscription  services  called  Microsoft  TechNet 
and  Microsoft  Developer  Network. 

Clients 

Microsoft  markets  to  end  users,  organizations, 
and  OEMs.  Users  of  the  company’s  products 
include  individuals  in  business,  government 
agencies,  educational  institutions,  and  at 
home. 
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Marketing  and  Sales 

Microsoft  has  three  sales  and  marketing 
units,  each  with  responsibility  for  activities 
targeting  one  of  the  company’s  customer 
types: 

• The  end  user  customer  unit  is  responsible 
for  all  sales  and  marketing  activities  aimed 
at  end  users  who  make  individual  buying 
decisions  for  PC  use  at  home  or  work.  The 
key  products  licensed  and  sold  are  the 
company’s  personal  operating  systems  and 
consumer  and  desktop  applications. 

• The  organization  customer  unit  focuses  on 
sales  and  marketing  activities  targeted  to 
groups  of  users  in  organizations  of  all  sizes. 
Key  products  are  Microsoft’s  business 
systems,  developer  software,  and  software 
sold  via  volume  licensing  programs. 

- This  unit  works  with  Solutions  Providers, 
the  Microsoft  Consulting  Services  division, 
and  directly  with  organizations  to  create 
enterprise-wide  solutions  to  business 
computing  problems. 

- In  the  U.S.,  this  unit  is  divided  into  an 
enterprise  customer  unit,  serving  only 
large-organization  customers,  and  a unit 
serving  small  and  medium-sized 
customers. 

• The  OEM  customer  unit  includes  the  sales 
force  working  with  OEMs  that  include 
Microsoft  software  in  their  PCs. 

Microsoft  distributes  its  products  primarily 
through  OEM  licenses,  corporate  licenses,  and 
retail  packaged  products.  The  company  also 
has  three  major  geographic  sales  and 
marketing  organizations  for  finished  goods: 
U.S.  and  Canada,  Europe,  and  Other 
International  areas.  Sales  of  corporate 
licenses  and  packaged  products  in  these 


channels  are  primarily  to  distributors  and 
resellers. 

OEM  Channel 

Microsoft  has  OEM  agreements  covering  one 
or  more  of  its  products  with  virtually  all  of  the 
major  domestic  microcomputer 
manufacturers,  including  AST  Research,  Acer, 
Compaq,  Dell,  Digital  Equipment 
Corporation,  Gateway  2000,  Hewlett-Packard, 
IBM,  NEC,  Olivetti,  Packard  Bell,  and 
Toshiba.  The  products  are  distributed  under 
Microsoft  trademarks. 

Finished  Goods  Channels 

Microsoft  uses  direct  marketing  techniques  to 
promote  sales  of  new  versions  of  products  to 
existing  users.  Fulfillment  of  product  to  the 
user  is  accomplished  by  either  direct  shipment 
or  through  the  reseller  channel. 

Microsoft  also  markets  its  products  in  the 
domestic  finished  goods  channel  through 
independent,  nonexclusive  distributors  and 
resellers. 

• Distributors  include  Computer  2000, 

Ingram  Micro,  and  Merisel. 

• Resellers  include  Softbank,  Stream 
International  (formerly  Corporate  Software), 
Egghead  Software,  and  Software  Spectrum. 

Internationally,  Microsoft  has  subsidiaries 
that  provide  marketing,  support  and  /or 
distribution  to  resellers  and  directly  to  users. 
International  sites  are  in  Argentina, 

Australia,  Austria,  Belgium,  Brazil,  Canada, 
Chile,  Colombia,  Costa  Rica,  the  Czech 
Republic,  Denmark,  Dubai,  Ecuador,  Finland, 
France,  Germany,  Greece,  Hong  Kong, 
Hungary,  India,  Ireland,  Israel,  Italy,  Japan, 
Malaysia,  Mexico,  Morocco,  the  Netherlands, 
New  Zealand,  Norway,  the  People’s  Republic 
of  China,  Peru,  the  Philippines,  Poland, 
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Portugal,  Puerto  Rico,  Russia,  Singapore, 
Slovakia,  Slovenia,  South  Africa,  South  Korea, 
Spain,  Sweden,  Switzerland,  Taiwan, 
Thailand,  Turkey,  the  United  Arab  Emirates, 
the  United  Kingdom,  and  Venezuela. 

The  Microsoft  Select  program  is  designed  to 
make  it  easier  for  large  organizations  to 
acquire  and  maintain  Microsoft  products.  The 
targeted  audiences  include  technology 
specialists  and  influential  end  users  in  large 
enterprises. 

Microsoft’s  Solutions  Providers  program  offers 
direct  access  to  Microsoft  tools,  support,  and 
information  for  companies  in  the  business  of 
selling  value-added  software  services  to 
customers.  The  service  supports  value-added 
resellers,  systems  integrators,  consultants, 
and  training  organizations. 

The  Consulting  Services  division  assists 
customers  in  using  Microsoft’s  systems, 
applications,  and  communications  products. 
The  division  functions  in  the  domestic  and 
international  markets  and  focuses  on  large 
corporate  accounts. 

The  company  has  approximately  120 
marketing  communications  professionals,  and 
works  closely  with  large  advertising  and 
direct  marketing  firms. 

Microsoft’s  marketing  activities  include 
advertising,  direct  marketing,  worldwide 
packaging,  and  marketing  materials.  The 
company  uses  broad  consumer  media  such  as 
television,  radio,  business  publications,  and 
trade  publications.  Microsoft  also  invests 
heavily  in  the  direct  marketing  and  customer 
satisfaction  areas. 

In  fiscal  1996,  the  company  plans  to  spend 
more  than  $150  million  on  a broad  campaign 
emphasizing  the  Microsoft  brand  identity. 


Alliances 

In  March  1996,  Microsoft  announced  its 
agreement  with  America  Online  Inc.  (AOL)  to 
make  Explorer  3.0,  the  newly  released  version 
of  Microsoft’s  Internet  software,  available  on 
American  Online.  AOL  had  made  an 
agreement  with  Netscape  the  previous  day  to 
make  Netscape’s  Navigator  browser  software 
available  on-line  as  well. 

In  March  1996,  Microsoft  and  nCompass 
Labs,  Inc.,  announced  the  jointly-developed 
ActiveX™  Plug-in  for  NetScape™  Navigator, 
which  enables  Navigator  users  to  view 
Internet  content  created  using  the  ActiveX 
Technologies. 

In  March  1996,  Microsoft  announced  the 
signing  of  a letter  of  intent  with  Citrix 
Systems,  Inc.  to  include  the  Citrix  ICA® 
(Intelligent  Console  Architecture)  client  with 
Microsoft  Internet  Explorer  3.0  for  the 
Windows  95  and  Windows  NT  operating 
systems.  This  will  enable  users  to  activate 
and  run  remote  server-based  Win32®-based 
applications  through  a Web  page. 

In  February  1996,  Microsoft  agreed  to  license 
Sun  Microsystems’  Java  programming 
language.  The  two  companies  are  also 
reportedly  undergoing  negotiations  to  develop 
an  official  Windows  version  of  Java. 

In  February  1996,  Microsoft  and  Visa 
International  announced  plans  to  jointly 
develop  an  electronic-banking  system  that 
would  provide  direct  competition  for  Intuit’s 
payment-processing  system. 

In  February  1996,  Microsoft  and  Daimler- 
Benz  InterServices  AG  financial  services  unit 
announced  an  agreement  to  strengthen  their 
existing  relationship,  and  their  plans  to 
develop  intelligent  technologies  in  the  fields  of 
information  and  communications  technology. 
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In  January  1996,  Microsoft  and  MCI 
Communications  Corporation  entered  into  a 
marketing  alliance  whereby  the  companies 
will  sell  each  other’s  products,  including  the 
Microsoft  Network  on-line  service. 

During  fiscal  1995,  a wholly  owned  subsidiary 
of  Tele-Communications,  Inc.  (TCI)  purchased 
a 20%  minority  interest  in  the  newly  formed 
Microsoft  Online  Services  Partnership. 

• TCI  contributed  $125  million  of  its  common 
stock,  and  Microsoft  contributed  the 
business  assets  of  its  on-line  service,  The 
Microsoft  Network,  which  was  under 
development  at  the  time. 

• The  entity  was  subsequently  reorganized 
into  The  Microsoft  Network,  LLC,  with 
Microsoft  holding  an  80%  majority  interest. 

In  December  1995,  Microsoft  announced  joint 
ventures  with  NBC  to  create  a 24-hour  news 
and  information  channel,  and  an  interactive 
on-line  news  service.  The  MSNBC  is  the 
product  of  this  joint  venture,  and  is 
responsible  for  the  content  of  the  Microsoft 
Network. 

Competition 

Microsoft’s  major  competition,  by  product 
category,  is  as  follows: 

Operating  systems — Major  competitors 
include  large  OEMs  such  as  IBM,  Apple 
Computer,  and  Digital  Equipment 
Corporation.  The  company’s  operating 
systems  products  also  compete  with  UNIX- 
based  operating  systems,  including  those  from 
IBM,  AT&T,  Hewlett-Packard,  Sun 
Microsystems,  Novell,  and  The  Santa  Cruz 
Operation. 

In  the  future,  Microsoft  expects  its  operating 
systems  products  to  face  increasing 
competition  from  network  server  operating 


systems,  such  as  Novell  NetWare,  and  from 
“middleware”  products  such  as  Lotus  Notes 
from  IBM. 

Business  systems — Software  developers  that 
provide  competing  server  applications  include 
Oracle,  Sybase,  and  Informix.  Microsoft’s 
workgroup  products  face  competition  from 
Lotus  Development  (now  owned  by  IBM), 
which  has  a large  installed  base  of  Lotus 
Notes  and  cc:Mail. 

Desktop  applications — Competitors  include 
many  software  application  vendors,  such  as 
Lotus,  Oracle,  Claris,  and  Novell. 

On-line  services — Microsoft’s  new  online 
services  network,  The  MSN,  faces  competition 
both  from  established  online  networks,  such 
as  H&R  Block’s  CompuServe,  IBM  and  Sears’ 
Prodigy,  and  America  Online,  and  from  on- 
line services  offered  via  the  Internet,  such  as 
the  World  Wide  Web  portion  of  the  Internet. 
Netscape  provides  the  primary  competition  for 
navigation  software  for  the  Internet.  In 
addition,  Adobe,  Sun  Microsystems,  and  other 
companies  offer  software  for  Internet  servers 
and  for  user  navigation  of  the  Internet. 

Developer — Microsoft’s  developer  products 
compete  with  offerings  from  companies  such 
as  Sybase  and  Borland. 

Consumer — The  consumer  division  has  many 
smaller  competitors,  especially  in 
entertainment  and  education,  such  as  Intuit, 
Broderbund,  Electronic  Arts,  Softkey,  The 
Learning  Company,  Davidson  Associates, 
Voyager,  Compton’s,  Edmark,  Sierra  On-Line, 
and  Dorling  Kindersley.  Other  competitors 
own  branded  content,  such  as  Walt  Disney 
and  Lucas  Arts. 
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INPUT  Assessment 

One  of  Microsoft’s  major  strengths  is  its 
flexibility  and  agility.  Its  organizational 
structure,  planning,  and  implementation  have 
changed  repeatedly,  and  will  undoubtedly 
continue  to  do  so  in  the  future. 

Some  of  Microsoft’s  other  strengths  include: 

• Delivering  quality  products  at  attractive 
price  points 

• Quality  in  management,  and  the  leadership 
of  Bill  Gates 

• The  passion  for  technology  demonstrated  by 
the  company’s  employees 


Microsoft  has  an  85%  market  share  of  the 
desktop  applications  market.  As  such,  the 
company  faces  the  challenge  of  not  only 
maintaining,  but  increasing  the  saturation  of 
this  market. 

Although  Microsoft  has  a reputation  for  its 
strength  and  leadership,  it  is  still  facing 
strong  competitors,  such  as  Netscape,  Sun 
Microsystems,  Oracle,  and  Novell. 

Other  challenges  facing  Microsoft  in  the 
coming  year  include: 

• Meeting  the  expectations  of  stockholders,  in 
light  of  the  success  of  Windows  95 

• The  continuing  problem  of  controlling 
intellectual  property  rights — especially  from 
piracy  in  the  Far  East 
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Milkyway  Networks  Corporation 


President  & CEO:  Hung  Vu 

4655  Old  Ironsides  Drive 
Suite  490 

Santa  Clara,  CA  95054 
Phone:  (408)  566-0800 

Fax:  (408)566-0810 

Internet:  http://www.milkyway.com 


MILXYWAY 


N ETW0  RKS 


Status:  Public  (Toronto  Stock  Exchange) 

Employees:  70  (9/96) 

Revenue:  $4,300,000 

Fiscal  Year  End:  4/30/96 


Company  Description 

Milkyway  Networks  Corporation,  founded  in 
1994,  develops,  sells,  and  supports  proprietary 
network  security  solutions  for  organizational 
computer  networks  connected  to  the  Internet, 
or  that  use  Internet  tools  and  applications  for 
intranet  communication  solutions. 

The  company’s  primary  product  is  the  Black 
Hole  application-level  firewall.  Since  its 
introduction  in  May  1994,  Black  Hole  has 
captured  a dominant  position  in  the  Canadian 
firewall  market. 


• Prior  to  1995,  Milkyway  Networks  was 
subject  to  contractual  licensing  restraints 
that  restricted  the  sale  of  Black  Hole  outside 
of  Canada. 

• Since  November  1995,  the  company  has 
established  a sales  presence  in  the  U.S.  and 
has  pursued  the  development  of  reseller  and 
distributor  relationships  within  the  U.S. 

Organization  and  Structure 

Milkyway  Networks  is  headquartered  in 

Ottawa  (Ontario,  Canada). 

• The  company  operates  in  the  U.S.  through 
its  wholly-owned  subsidiary,  Milkyway 
Networks,  Inc.,  based  in  Santa  Clara  (CA). 
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• Milkyway  Networks  maintains  additional 
North  American  offices  in  North  York 
(Ontario),  Vancouver  (BC),  Portsmouth 
(NH),  Dobbs  Ferry  (NY),  Houston  (TX), 
Chicago  (IL),  and  Arlington  (VA). 

Key  executives  appear  in  the  exhibit  below: 


Milkyway  Networks  Corporation 
Key  Executives 


Name 

Title 

Hung  Vu 

President  & CEO 

Peter  Rose 

VP  Finance 

Roberto  Medrano 

VP  Worldwide  Marketing  & 
Business  Development 

David  Cross 

VP  Sales 

Cuong  Nguyen 

VP  Engineering 

Bernie  Vierich 

VP  Customer  Service 

Company  Strategy 

Milkyway  Networks’  objective  is  to  be  a world 
leading  supplier  of  network  security  solutions 
for  users  with  medium  to  high-level  security 
needs. 

The  company’s  strategy  involves  the  following 
components: 

• Accelerating  Black  Hole  market  penetration 
by  expanding  its  sales  and  marketing 
efforts,  both  through  an  increase  in  its  sales 
force  and  through  the  pursuit  of  strategic 
distribution  and  reseller  relationships 

• Providing  “high  level”  security  solutions 

• Maintaining  technology  leadership  and 
security  assurance  by  making  significant 
investments  in  research  and  development, 
acquiring  compatible  technologies  and 
businesses,  and  through  the  pursuit  of 
strategic  alliances  with  providers  of  core 
technologies 


Financials 

Milkyway  Networks’s  fiscal  1996  revenue  was 
approximately  $4.3  million,  compared  to 
revenue  of  $760,000  in  fiscal  1995.  Net 
income  was  approximately  $188,000  in  fiscal 
1996,  compared  to  1995  income  of  $223,000,  a 
16%  decrease. 

In  July  1996,  the  company  completed  an 
initial  public  offering  of  2.5  million  shares  of 
its  common  stock,  generating  approximately 
$30  million  for  the  company. 

Market  Financials 

Milkyway  Networks  targets  Fortune  500 
companies,  telecommunications  providers, 
financial  services  providers,  large  technology 
companies,  utility  suppliers,  educational 
institutions,  and  governmental  organizations. 

Geographic  Markets 

In  fiscal  1996,  Canadian  sales  accounted  for 
64%  of  revenue  while  the  Asia/Pacific  region 
represented  21%,  the  U.S.  12%,  and  Europe 
3%. 

In  fiscal  1995,  100%  of  revenue  was  generated 
in  Canada. 

Employees 

On  April  30,  1996,  Milkyway  Networks  had  57 
full-time  employees,  segmented  as  follows: 


Sales  and  marketing 21 

Research  and  development 17 

Customer  service 9 

Finance  and  administration _10 

57 


The  company  currently  has  70  employees. 
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Key  Products  and  Services 

Black  Hole  3.0 

Black  Hole  is  Milkyway  Networks’  flagship 
product.  It  is  a second-generation  application- 
level  Internet  and  intranet  firewall. 

Version  3.0  is  the  first  Internet  firewall  to 
support  Virtual  Private  Networking  (VPN) 
using  a Public  Key  Infrastructure  (PKI)  that 
is  deployed  on  the  Internet  today. 

Black  Hole  3.0  VPN  is  also  Entrust  aware. 
Entrust  is  encryption  and  certificate 
management  technology  from  the  secure 
networks  division  of  Northern  Telecom.  Being 
Entrust  aware  allows  Black  Hole  VPN  to 
communicate  with  existing  Certificate 
Authorities  on  the  Internet,  eliminating  the 
need  for  key  distribution. 

Black  Hole  3.0  also  offers  integrated,  secure 
support  for  Progressive  Networks’  RealAudio 
2.0  proxy. 

Priced  from  $3,000  to  $20,500,  Black  Hole  3.0 
runs  on  Intel-based  PCs  or  UNIX-based 
SPARC  processors. 

Products  Under  Development 
Milkyway  Networks  has  also  announced 
products  under  development  that  are 
scheduled  for  future  release.  The  products 
include  the  following: 

Red  Shift  Security  Auditor—  Scheduled  for 
release  in  fall  1996,  Red  Shift  is  designed  as  a 
tool  that  systems  administrators  can  use  to 
identify  and  recommend  a solution  for 
security  holes  in  their  networks. 

• Red  Shift  operates  from  one  computer,  and 
is  designed  to  conduct  a risk  assessment  of  a 
specific  network  or  host  on  a continuous 
basis,  24  hours  a day. 


• Red  Shift  evaluation  includes  a continuous 
review  of  firewall  installations,  packet 
filtering  or  application  level,  and  is  capable 
of  triggering  alarms  to  notify  systems 
administrators  of  detected  weaknesses. 

• Red  Shift  may  also  be  placed  outside  a 
network  to  permit  systems  administrators 
or  external  risk  assessment  personnel  to 
audit  access  security  into  a network. 

Charon  Secure  Remote  Access — Expected  to  be 
released  in  fall  1996,  the  Charon  secure 
personal  computer  access  product  will  allow 
remote  users  encrypted  access  to  an 
organization’s  servers  located  within  a private 
network  and  protected  by  a firewall.  Charon 
will  also  allow  a user  on  an  intranet  to 
encrypted  access  to  the  sensitive  servers 
located  behind  an  intranet  firewall. 

Clients 

Milkyway’s  clients  include  the  following 
companies: 

• U.S. — Andersen  Consulting,  Loral  Space, 
MasterCard,  and  Westinghouse 

• Canada — Alberta  Natural  Gas,  Cognos, 
Corel,  Hummingbird,  (Star,  Mitel,  Ontario 
Hydro,  Quebec  Telephone,  Revenue  Canada 
Transport  Canada,  and  Pratt  and  Whitney 

• Other  international — NTT,  Ricoh,  Toshiba, 
and  Fujitsu  in  Japan;  Derdict  Bank  and 
ASKL  Bank  in  Belgium;  and  Samsung  in 
Korea 

Marketing  and  Sales 

Milkyway  Networks  conducts  targeted 
marketing  programs,  including  public 
relations  activities  with  respect  to  both 
product  initiatives  and  corporate  profiles, 
direct  mail  campaigns,  telemarketing, 
participation  in  trade  shows,  seminars,  and 
advertising. 


Milkyway  Networks  Corporation 
September  1996 


© INPUT  1996.  Reproduction  prohibited. 


Page  3 of  4 


INPUT  Vendor  Profile 


The  company  recently  initiated  a Premier 
Partner  channel  marketing  program  to 
augment  the  traditional  distribution  channel 
with  delivery  mechanisms  to  provide  on-site 
security  consultation,  risk  analysis, 
installation,  and  technical  support. 

Milkyway  has  a direct  sales  force  to  market 
its  products  to  large  organizations  (including 
Fortune  500  companies,  educational 
institutions,  and  governments)  and  to  create 
and  sustain  distributor  and  reseller 
relationships. 

In  North  America,  the  company  has 
established  reseller  and  distributor 
relationships  with  various  vendors,  including 
Sidus  Systems,  Ameridata  Global  Canada, 
(Star  Internet,  DigiDyne,  Nuvo  Network 
Management,  and  Advantis  Canada.  In 
Europe,  Milkyway  has  reseller  relationships 
with  Amdahl  Belgium  and  Proventum.  In  the 
Asia/Pacific  region,  the  company  has 
concluded  a reseller  arrangement  with 
Macnica  and  has  a worldwide  OEM 
arrangement  with  Samsung  Electronics,  with 
exclusive  rights  for  South  Korea. 

Alliances 

Milkyway  Networks  has  a variety  of  content 
and  distribution  alliances  to  promote  and  sell 
its  products.  These  include  the  following: 

• Macnica,  Inc.,  a Japanese  electronic  and 
networking  systems  distributor,  and 
Milkyway  Networks  have  a partnership  to 
provide  internetworking  solutions  in  Japan. 

• NETCOM  On-Line  Communication 
Services,  Inc.  resells  Milkyway’s  Black  Hole 
firewall  as  part  of  a suite  of  customized 
security  solutions.  The  agreement  also 
provides  Milkyway  Networks  with  access  to 
NETCOM  business  customers. 


• Lande  Group,  AVCOM,  Racal-Datacom, 
WIN  Laboratories,  and  Secure  Distribution 
are  all  members  of  Milkyway’s  Premier 
Partner  resellers  program. 

Competition 

Milkyway  Networks’  access  control  products 
compete  with  offerings  from  America  Online’s 
Advanced  Network  and  Services  subsidiary, 
Checkpoint  Software  Technologies,  Raptor 
Systems,  Secure  Computing,  Trusted 
Information  Systems,  Morningstar 
Technologies,  Network  Systems,  Bellcore, 
V-One,  and  CyberGuard  Corporation. 

Milkyway  also  plans  to  develop  and  launch 
transaction  control  security  products  in  the 
future.  These  products  will  compete  with 
offerings  from  Open  Market,  Netscape, 
CyberCash,  Digicash,  and  Net  Cheque. 

INPUT  Assessment 

Milkyway  Networks’  strengths  include: 

• A strong  international  presence  in  the 
rapidly  growing  firewall  market 

• Partnership  with  NETCOM 

• Black  Hole  3.0  VPN  support  with  strong  key 
management 

• UDP  as  well  as  TCP  support 

• Largest  number  of  proxies  supported 

Challenges  for  the  future  include  the 
following: 

• Strong  competition  from  a variety  of  vendors 

• Releasing — and  gaining  user  acceptance  of — 
Red  Shift  and  Charon 

• Continuing  improvement  of  Black  Hole 
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Moore  Business 
Communication  Services 


Unit  President:  Gary  W.  Ampulski 

3 Hawthorn  Parkway 
Suite  160 

Vernon  Hills,  IL  60061-1447 
Phone:  (847)  367-3000 

Fax:  (847)  367-3005 

Internet:  http://www.moore.com 


BUSINESS  COMMUNICATION 
SERVICES 


Status:  Unit  of  Customer  Communication  Services 
Division  of  Moore  Corporation  Limited 
Employees:  1 ,000+ 

Unit’s  U.S.  Revenue:  $180,000,000* 

Fiscal  Year  End:  12/31/96 

* INPUT  estimate 

Key  Points 

• Corporate  leaders  now  recognize  that  the 
documents  they  send  to  their  customers 
are  an  important  source  of  customer 
contact.  Attempting  to  make  these 
documents  both  easy  to  read  and 
personalized  has  put  a strain  on  many  in- 
house  IS  departments. 


• Moore  Business  Communication  Services, 
a North  American  unit  of  Moore’s 
Customer  Communication  Services 
Division,  provides  information  processing 
outsourcing  services,  specializing  in 
complex  document  production  and  mailing 
projects. 

• Moore  Business  Communication  Services 
has  established  strategic  business  units  to 
focus  on  identified  vertical  markets 
including:  financial,  insurance,  health 
care,  telecommunications,  retail, 
compliance,  business  recovery,  and 
government. 
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• The  Moore  sales  force  incorporates  product 
knowledge  with  industry  expertise  to 
provide  the  best  solution  for  its  clients’ 
outsourcing  needs. 

Company  Description 

Business  Communication  Services,  a unit  of 
Moore,  is  one  of  the  largest  information 
processing  outsourcing  providers  in  North 
America,  specializing  in  complex,  high- 
volume  customized  document  mailing 
applications  and  customized  prepaid  calling 
card  programs. 

• The  main  document  types  are  statements, 
booklets,  and  cards  (credit  cards,  prepaid 
calling  cards,  ID  cards,  etc.). 

• More  than  1,000  major  corporations  and 
high-profile  government  agencies  in  the 
U.S.  and  Canada  use  the  unit’s  production 
and  distribution  services. 

• Moore  Business  Communication  Services 
is  a unit  of  Moore  Corporation  Limited, 
within  its  Customer  Communication 
Services  Division. 

Moore  Corporation  is  a global  leader  in 
providing  integrated  business 
communications  products,  services,  and 
solutions. 

• Established  in  1882  in  Toronto,  Moore  has 
approximately  19,000  employees  and  more 
than  100  production  facilities  serving 
clients  in  50  countries. 

• Moore  Corporation  Limited  had  1996  sales 
of  $2.5  billion  (U.S.). 

Organization  and  Structure 

Headquartered  in  Vernon  Hills  (near 
Chicago,  IL),  Moore  Business 
Communication  Services’  operations  include 
the  following  functions: 


• Sales 

• Marketing 

• Finance  and  Administration 

• Human  Resources 

• Operations  (U.S.  and  Canada) 

The  sales  organization  is  further  subdivided 
into  the  following  industry-specific  strategic 
business  units  (SBUs).  Each  SBU  is  led  by 
a Vice  President/General  Manager: 

• Financial 

• Insurance/Health  Care 

• Telecommunications 

• Retail 

• Compliance  & Government  Notification 

• Government 

• Business  Recovery 

Moore  Business  Communication  Services 
has  five  North  American  information 
processing  facilities. 

• The  facilities  are  in  Thurmont  (MD), 
Windsor  (CT),  Logan  (UT),  Mundelein 
(IL),  and  Mississauga  (Ontario,  Canada). 

• These  facilities  provide  data  processing 
and  electronic  printing  services  in 
combination  with  a variety  of  lithographic 
and  flexographic  printing,  finishing 
capabilities,  and  mailing  services. 

Sales  offices  are  located  throughout  North 
America,  concentrating  in  or  near  major 
metropolitan  areas. 

• As  part  of  Moore  Corporation,  the  unit 
also  has  access  to  a research  and 
development  center  in  Grand  Island  (NY). 
The  Moore  Research  Center  contains 
electronic,  mechanical,  chemical,  and 
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software  laboratories,  as  well  as  a fully 
equipped  pilot  production  facility. 

• Moore  invests  nearly  $30  million  annually 
in  research  and  development  efforts. 

Unit  Strategy 

Employing  over  250  programmers,  project 
managers,  and  electronic  forms  composers, 
Moore  Business  Communication  Services 
has  the  human  resources  needed  to  handle 
application-level  document  reengineering 
projects  that  are  beyond  the  capabilities  of 
in-house  IS  departments. 

• With  the  average  IS  development  backlog 
in  corporations  and  government  agencies 
now  being  measured  in  hundreds  of  man- 
years,  Moore’s  Business  Communication 
Services  unit  provides  an  alternative  to 
executives  previously  faced  with  the  choice 
of  either  doing  everything  in-house  or 
outsourcing  the  entire  IS  department. 

• Moore’s  cycle  time  advantage,  which 
allows  changes  to  be  implemented  quickly, 
makes  these  organizations  far  more 
competitive  or  efficient. 

This  large  unmet  need  in  the  marketplace, 
coupled  with  the  operational  capabilities  of 
Moore  Business  Communication  Services, 
supports  Moore’s  strategy  as  a global  leader 
in  providing  integrated  business 
communication  products,  services,  and 
solutions  that  create  efficiency  and  enhance 
competitiveness  for  customers. 

Financials 

In  1996,  the  Customer  Communication 
Services  Division  of  Moore  reported 
worldwide  revenue  of  $522  million  and 
North  American  revenue  of  $405  million. 

INPUT  estimates  that  the  Business 
Communication  Services’  1996  North 
American  revenue  was  more  than  $180 


million,  with  growth  in  excess  of  25%  over 
1995  levels. 

Market  Financials 

Moore  Business  Communication  Services 
provides  IS  outsourcing  services  to  various 
industries,  including  finance,  insurance/ 
healthcare,  telecommunications, 
government,  compliance,  and  retail. 

Geographic  Markets 

The  majority  of  Moore  Business 
Communication  Services’  revenue  is  derived 
from  North  America. 

The  company’s  North  American  market 
encompasses  the  top  50  North  American 
metropolitan  areas. 

Employees 

Moore  Business  Communication  Services 
has  1,200  employees  in  North  America, 
including  1,000  employees  in  the  U.S. 

Key  Products  and  Services 

Moore  Business  Communication  Services 
provides  the  following  services: 

• Complete  outsourcing  of  statement  and 
booklet  reengineering  and  production 

• Compliance  document  production  and 
reporting  (1099s,  W-2s,  1098s,  T4s,  T5s) 

• Loyalty  programs  that  integrate  card 
services  and  database-driven  messaging 
within  statements/coupons 

• Telecommunication  billing 

• Prepaid  telephone  calling  card  production 
and  fulfillment  services 

• Print  and  mail  business  recovery  services 

• Electronic  storage  and  display  of  exact 
statement  images  (CD  ROM  or  on-line) 

• Internet  statement  delivery 
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Client  organizations  transmit  or  mail 
transaction  output  files  to  the  Moore 
Business  Communication  Services 
information  processing  facilities.  Moore 
personnel  transform  the  data  from  raw 
computer  output  into  attractive  documents 
that  are  delivered  in  paper  form  to 
households  and  businesses  at  the  lowest 
possible  postage  rates  or  through  the 
Internet,  or  both. 

• In  the  past  12  months,  the  five  Moore 
Business  Communication  Services 
facilities  processed  client  data  files 
containing  more  than  15  billion 
transaction  records,  electronically  printed 
this  information  onto  1.4  billion  sheets  of 
paper,  and  produced  more  than  450 
million  first-class  mail  packages  that  were 
delivered  in  the  U.S.  and  Canada. 

• In  the  first  two  months  of  1997,  more  than 
100  million  interest  and  payroll  reporting 
documents  (1099s  and  W-2s  in  the  U.S.; 
T4s  and  T5s  in  Canada)  were  processed, 
electronically  printed,  and  mailed  from 
Moore  Business  Communication  Services 
facilities  in  Maryland,  Utah,  Illinois, 
Connecticut,  and  Ontario  (Canada). 

Moore’s  Business  Communication  Services 
unit  provides  a complete  document 
processing  and  enhancement  service, 
including  total  project  management, 
consultation  on  improved  document 
readability,  loyalty  program  design,  data  file 
reformatting  and  merging,  postage  discount 
optimization,  forms  printing,  variable 
electronic  printing,  inserting,  and  mailing. 

• The  two  hub  facilities  in  the  U.S.  are 
United  States  Postal  Service  (USPS) 
Detached  Mail  Units,  allowing  postal 
service  employees  to  accept  pallets  of  mail 
directly  from  Moore  employees. 


• On  a 24-hour  basis,  these  postal 
employees  load  USPS  mail  trucks  with 
these  pallets  for  delivery  to  the  nearest 
Processing  and  Distribution  Facility  or 
directly  to  airports. 

Moore  has  acquired,  through  internal 
development  and  licensing,  a PC-based 
product  that  provides  clients  with  direct 
access  to  historical  documents  stored  in 
databases  on  either  CD  ROM,  optical  disk, 
or  on-line  servers.  On-line  access  includes 
both  dial-up  and  Internet  delivery. 

Computer  Hardware  and  Software 

The  Moore  Business  Communication 
Services  facilities  use  state-of-the-art 
commercial  and  proprietary  technology. 

• Moore  currently  uses  the  latest  IBM 
mainframes  in  its  data  centers  to  support 
client  data  processing  needs.  These 
mainframes  have  processors  attached  for 
the  termination  of  direct-connect  lines  to 
client  CPUs. 

• The  use  of  VTAM  and  NCP  software 
allows  Moore  to  connect  to  clients  as  a 
Remote  Job  Entry  node.  Moore  can 
support  bisynch  or  SDLC  connections  into 
each  center.  The  company  can  also 
support  leased  or  dial-up  lines,  depending 
upon  the  volume  and  the  frequency  of  any 
client  transmission. 

• UNIX  emulation  packages,  TCP/IP 
(transmission  control  protocol  and 
Internet  protocol),  frame  relay,  DEC  SNA 
gateways,  and  various  routers  and 
gateways  have  also  been  employed  to 
establish  connections. 

• In  addition  to  commercially  available 
software,  Moore  has  installed  client- 
proprietary  software  for  the  transmission 
of  files. 
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Clients 

The  unit  has  more  than  1,000  clients. 

A sample  of  clients  includes:  Aetna 
Heathcare,  American  Funds,  Bank  of 
America,  Bank  One,  Chrysler  Financial, 
Citibank,  Commercial  Federal  Mortgage 
Corporation,  Eli  Lilly,  Federal  Express,  J.C. 
Penney,  John  Hancock,  Intuit  Corporation, 
United  Healthcare,  and  various  U.S.  federal, 
state,  and  local  government  agencies. 

Marketing  and  Sales 

Moore  Business  Communication  Services 
markets  its  services  through  a direct  sales 
force  of  approximately  100  in  North 
America. 

Alliances 

Moore  Business  Communication  Services 
has  alliances/agreements  with  various 
vendors,  including  the  following: 

• In  June  1997,  Moore  Business 
Communication  Services  will  announce  an 
alliance  for  Internet  document  delivery 
capabilities  with  Bluegill  Technologies. 

The  system  permits  households  to  be 
notified  via  Internet  e-mail  that  their 
statement  is  ready  for  viewing. 

• In  April  1997,  Moore  Business 
Communication  Services  announced  an 
alliance  with  Siegel  & Gale,  an 
international  strategic  marketing  firm. 
The  alliance  permits  Siegel  & Gale  to  offer 
document  redesign  and  simplification 
consulting  services  to  companies  that 
outsource  document  production  and 
mailing  to  Moore. 

• In  May  1996,  Moore  Business 
Communication  Services  and  SunGard 
Recovery  Services  announced  a 
comarketing  agreement  similar  to  the  one 
announced  earlier  with  CDRS. 


• In  April  1996,  Moore  Business 
Communication  Services  and  Comdisco 
Disaster  Recovery  Services  (CDRS) 
announced  a joint  marketing  agreement 
whereby  CDRS’s  customers  will  be  able  to 
use  Moore’s  print  and  mail  business 
recovery  services  to  process  critical  mail 
communications,  such  as  accounting 
statements,  checks,  and  other  essential 
business  documents,  in  the  event  of  a 
disaster. 

• In  March  1996,  Moore  formed  a strategic 
partnership  with  Aetna  for  the 
outsourcing  of  Aetna’s  print  management 
requirements.  Moore  purchased  the 
assets,  retained  the  employees,  and 
integrated  the  Aetna  facility  within  its 
operations.  Moore’s  BCS  unit  operates  all 
electronic  printing  and  finishing 
equipment  in  the  facility  while  its  MGS 
unit  is  responsible  for  the  commercial 
printing. 

Assessment 

Moore  Business  Communication  Services’ 
strengths  include  its  excellent 
responsiveness  to  customer  requests,  as  well 
as  having  traditional  printing,  electronic 
printing,  data  processing,  finishing,  and 
distribution  all  under  one  roof. 

The  unit’s  key  challenge  over  the  coming 
year  is  to  expand  its  loyalty  program 
offering  to  all  vertical  markets  and  to  add 
electronic  payment  capabilities  to  its 
Internet  statement  delivery  product. 

Parent  Company 
Moore  Corporation  Limited 
1 First  Canadian  Place 
Toronto,  Ontario 
Canada  M5X  1G5 
Phone:  (416)364-2600 
Fax:  (416)  360-4767 
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MOZART  SYSTEMS  CORPORATION 

1350  Bayshore  Highway 
Suite  630 

Burlingame,  CA  94010 
Phone:  (415)340-1588 

Fax:  (415)340-1648 


President: 

Status: 

Total  Employees: 
Total  Revenue: 
Fiscal  Year  End: 


Alan  P.  Parnass 
Private  Company 


60 

$7,000,000* * 

12/31/92 


*INPUT  estimate 


Key  Points 


• In  1992,  Mozart  Systems  Corporation  (Mozart  Systems)  began  a 
modification  and  enhancement  of  its  management  and  operational 
infrastructure.  The  changes  were  initiated  when  William  R.  Yeack 
and  several  other  executives  were  hired  from  Andersen  Consulting. 

• As  more  companies  contemplate  a transition  to  client/ server 
architectures  Mozart  Systems  is  very  well-positioned  to  help  update 
existing  applications. 

• Though  market  growth  has  slowed  in  the  mainframe  application 
conversion  market,  Mozart  Systems  expects  increased  revenue 
growth. 

• Mozart  Systems  plans  to  release  Version  3.2  of  its  core  software  in 
the  summer  of  1993. 
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Company 

Description 

Mozart  Systems  Corporation  was  founded  in  1985  as  Aspen  Research, 
Inc.  by  Alan  Parnass.  Alan  Parnass  had  worked  at  Oracle  Corp.  where 
he  played  an  important  role  in  bringing  relational  data  base  and  4GL 
technology  in  front  of  a corporate  audience.  Mozart  Systems  was 
organized  to  develop  and  market  software  products  for  large 
corporations  moving  toward  distributed  computing  and  desiring  access 
to  mainframe  applications  from  networked  desktop  computers. 

Mozart  considers  itself  a pioneer  in  the  development  of  PC-based 
application  development  tools  for  cooperative  processing  across 
multiplatform  environments,  including  those  of  IBM,  Hewlett-Packard, 
DEC,  Prime,  and  other  large  system  manufacturers. 

• Mozart  developed  ENTER/3270,  the  first  commercially  available 
cooperative  processing  tool  for  applications  developers,  establishing 
connectivity  between  their  companies'  IBM  mainframes  (S370)  and 
midrange  (IBM  S/3X,  S/400)  systems  and  the  growing  number  of 
desktop  workstations.  Introduced  in  1986,  ENTER/3270  focused  on 
micro-mainframe  communications. 

• During  the  next  three  years,  Mozart  Systems  took  the  core 
technology  of  ENTER/3270  and  went  on  to  design  MOZART,  a 
complete  applications  development  system  with  SAA/CUA 
compliance. 

Strategy 

Mozart  System  management  team  has  rethought  its  strategy, 
positioning  the  company  with  strategic  alliances  to  sell  an  entire 
conversion  project  instead  of  only  a software  product. 

Focussing  on  the  importance  of  a good  client  relationship,  Mozart  has 
contracted  with  six  system  integration  vendors  to  help  deliver 
client/server  applications,  including  ISSC,  Marathon  System,  Inc.  of 
San  Francisco,  and  Segue  Partners,  a unit  of  Praxis  International  in 
Cambridge  (MA). 

Mozart  Systems  is  also  developing  products  to  run  in  a UNIX 
environment.  Mozart  has  already  developed  and  demonstrated  a 
prototype  product  using  Microsoft's  Windows  NT  on  a UNIX  machine 
from  Silicon  Graphics. 

Competition 

Mozart's  principal  competition  comes  from  strategic  CASE  vendors, 
including  Easel  Corporation. 
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Key  Products  and  One  hundred  percent  of  Mozart's  revenue  is  derived  from  its  software 
Services  products  and  associated  support  services. 

Software  Products 

MOZART  is  an  integrated  development  system  for  creating  and 
operating  workstation-based  cooperative  processing  applications  with 
SAA/CUA  compliance.  With  MOZART,  developers  can  build 
intuitive,  PC-style  front-ends  for  their  IBM  mainframe  applications 
without  rewriting  any  code. 

• The  product  combines  a development  environment  (Composer)  with 
a run-time  environment  (Performer)  to  form  a complete  applications 
development  system. 

• MOZART  3.1,  introduced  in  October  1992,  is  the  latest  version  of 
the  product.  It  enables  developers  to  renovate  legacy  applications 
and  create  client/server  applications  that  will  run  without 
modification  under  Windows  3.0,  DOS,  OS/2,  and  Windows  NT. 


The  upgraded  MOZART  3.1  also  incorporates  new  features  to 
shorten  the  application  development  process,  for  both  GUIs  and 
large  cooperative  processing  applications. 

MOZART  is  hardware  and  operating  system  independent, 
supporting  multiplatform  environments  common  to  most  large 
corporations. 

MOZART  3.2,  available  in  the  summer  of  1993,  includes  graphical 
and  functional  enhancements  to  the  Composer  development 
environment.  Expanded  list-processing  capabilities  include  menus 
and  listboxes  with  arrays,  virtual  I/O  files,  and  SQL  tables.  The 
system  incorporates  SQL  support  for  major  relational  data  base 
systems  including  ORACLE,  Microsoft  SQL  Server,  Gupta 
SQLBase,  and  OS/2  Database  Manager.  An  on-line  Windows  and 
Mozart  help  generator  and  a SQL  application  generator  are  some  of 
the  anticipated  new  features. 

Mozart  System's  Progressive  Application  Renovation™  is  designed 
to  enable  companies  to  modernize  host  applications  with  a powerful 
graphical  user  interface.  With  Progressive  Application  Renovation 
and  its  primary  tool  MOZART,  the  option  is  left  open  for  future 
platform  and  architecture  choices  while  enabling  companies  to 
quickly  gain  the  advantages  of  the  client/server  computing  model. 
MOZART,  as  a multiplatform  tool,  significantly  reduces  the  time 
needed  for  application  modification  under  Windows  NT,  DOS  and 
OS/2. 
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Technical  Support 

Mozart  technical  support  is  provided  through  telephone  support,  an 
electronic  bulletin  board  service,  and  system  documentation.  The 
company  also  provides  on-site  consulting  and  training  services  for 
applications  development. 

Clients 

New  clients  include  ALCOA,  Blue  Cross  and  Blue  Shield  of  Oregon, 
Great  American  Insurance,  Prudential,  Public  Service  Company  of 
Oklahoma,  Rockwell,  PG&E,  Southern  Pacific,  and  The  Harper 
Group. 

Industry  Markets 

MOZART  is  currently  in  use  at  more  than  300  major  U.S.  and 
international  business  and  government  organizations. 

MOZART  also  targets  the  following  vertical  industries;  banking, 
insurance,  manufacturing  distribution,  health  care,  and  defense 
engineering. 

In  addition,  Marj  Kozlowski  joined  Mozart  Systems  from  Andersen 
Consulting  where  she  will  target  sales  to  the  utilities  industry, 

Geographic 

Markets 

Approximately  90%  of  Mozart's  revenue  is  derived  from  the  U.S.  and 
10%  from  international  sources. 

Mozart  markets  its  products  in  the  U.S.  through  direct  sales  and 
through  distributors  in  the  U.K.  and  Australia. 
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MUST  Software  International 


President: 

101  Merritt  7 
Norwalk,  CT  06856 
Phone: 

Fax: 


Jean-Luc  Badault 


(203)  845-5000 
(800)  441-6878 
(203)  845-5252 


AA\  ICT  SOFTWARE 
/yiuJ  1 INTERNATIONAL 


Status:  Subsidiary 

Parent:  Thomson-CSF 

Employees:  280 

Revenue:  $ 33,500,000 

Fiscal  Year  End:  1 2/31/93 


Key  Points 

• MUST  Software’s  cross-platform  tools, 
based  on  fourth-generation  language  (4GL) 
technology,  are  designed  for  client/server 
application  development  and  reporting. 

• NOMAD — the  company’s  flagship 
product — spans  all  platforms,  from 
mainframe  to  desktop,  and  is  used  by  more 
than  500,000  users  worldwide. 

• In  April  1994,  MUST  Software  shipped 
Front  & Center  for  Reporting,  a graphical 


tool  for  enterprise  reporting,  and  announced 
MUST  Server  1.0,  an  intelligent  client/server 
interface  for  desktop  users  to  access  MVS 
and  VM  data. 

Company  Description 

MUST  Software  International  is  a leading 
provider  of  4GL  client/server  reporting  and 
application  development  tools  that  span  all 
major  platforms. 

MUST  was  founded  in  1987  when  the 
NOMAD  product  business  was  acquired  from 
Dun  & Bradstreet  by  Thomson-CSF,  a 
multinational,  high-technology  company  based 
in  Paris. 

• MUST’s  parent  company,  Thomson-CSF,  is 
a leading  worldwide  provider  of  defense  and 

VAED 
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consumer  electronics,  has  more  than  100,000 
employees  worldwide  and  annual  revenue  of 
S14  billion. 

• MUST  currently  operates  as  a member  of 
Thomson-CSF’s  Information  Technology 
Group  which  generates  more  than  $1  billion 
in  annual  software  revenue  and  is  one  of 
Thomson-CSF’s  five  strategic  divisions. 

Operations  and  Structure 

MUST  Software  is  organized  .into  the 
following  units: 

• Sales  and  Services 

• Product  Development 

• Marketing 

• International  Sales 

• Research  and  Technology 

• Customer  Support 

• Finance  and  Administration 

• Human  Resources 

U.S.  offices  are  in  Atlanta,  Boston,  Chicago, 
Dallas,  Houston,  Los  Angeles,  New  York, 
Norwalk,  Princeton,  Redwood  City,  Seattle 
and  Washington,  D.C. 

International  offices  are  in  Australia,  Belgium, 
Canada,  France,  Germany,  Israel,  Italy,  Japan, 


Mexico,  the  Netherlands,  Portugal,  Scotland, 
Spain,  Switzerland  and  the  U.K. 

Company  Strategy 

MUST  Software’s  mission  is  to  provide 
software  and  services  that  help  its  customers 
migrate  to  client/server  computing  while 
preserving  investments  in  current  technology. 

Specific  strategies  include: 

• Offering  a comprehensive  set  of  services, 
including  system  design  and  development, 
product  training  and  systems  integration 

• Forming  strategic  alliances,  partnerships  and 
agreements  with  industry  leaders 

• Continuing  to  develop  technically  superior 
software  for  distributed  application 
development  and  transparent  access  to  data 
across  all  platforms 

Financials 

MUST  Software’s  1993  revenue  was  $33.5 
million,  a 3.4%  increase  over  1992  revenue  of 
$32.4  million.  A three-year  revenue  summary 
follows: 


MUST  Software  International 
Three-Year  Revenue  Summary 
($  Millions) 


Fiscal  Year 

Item 

1993 

1992 

1991 

Revenue 

$33.5 

$32.4 

$31.3 

• Percent  change  from 

previous  year 

3.4% 

3.4% 

4.8% 

MUST  Software  International 
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MUST  management  attributes  the  company’s 
W growth  to  its  broad  range  of  software  and 
services  supporting  client/server  migration. 

It  is  estimated  1994  revenue  will  reach  $35 
million. 

MUST  Software  spends  approximately  18%  of 
its  total  revenue  on  research  and  development. 

Market  Financials 

Approximately  79%  ofMUST  Software’s 
revenue  is  from  software  product  licenses  and 
support  services  and  2 1 % from  professional 
services  consulting,  development  and  training 
services. 

MUST  Software  derives  its  revenue  from  a 
range  of  industries,  including  the  following: 


- Aerospace 

- Communications 

- Consumer  products 

- Electronics 

- Finance 

- Foods 

- Government 

- Insurance 

- Manufacturing 

- Oil 

- Pharmaceutical 

- Retail 

- Transportation 

- Universities 

- Utilities 


Geographic  Markets 

Approximately  70%  of  MUST’s  1993  revenue 
was  derived  from  the  U S.  and  30%  from 
international  sources. 


Employees 

MUST  Software  has  approximately  280 
employees,  segmented  as  follows: 


Marketing  and  sales 

Consulting  and  education.. 

Customer  support 

Research  and  development 
General  and  administrative 


.86 
.63 
.47 
..54 
• 30 
280 


Key  Products  and  Services 

MUST  Software  offers  a range  of  software 
products  and  professional  services  as  described 
below.  Product  pricing  is  available  from  the 
vendor  upon  request. 


Front  & Center  Products 


Front  & Center  for  Reporting,  now  available 
for  the  Microsoft  Windows  operating  system 
(and  soon  to  be  available  for  Motif),  couples 
object-oriented  GUI  technology  with  4GL 
power  for  reporting  in  a client/server 
environment. 


• Users  can  report  from  data  found  in  leading 
data  sources,  including  Oracle, 
Microsoft/Sybase  SQL  Server,  Gupta’s 
SQLBase,  DEC’s  Rdb  and  RMS,  ODBC- 
compliant  data  and  MUST’s  ODB/Server 
gateway  to  DB2. 

Professional  Front  & Center  is  a graphical 
client/server  application  development  and 
reporting  tool  supporting  development  of 
sophisticated  applications.  DDE  and  OLE 
support  allows  users  to  exchange,  embed  and 
link  data  with  other  Windows  products. 


NOMAD  Products 


Designed  for  distributed,  client/server 
environments,  NOMAD  is  a comprehensive 


MUST  Software  International 
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• Ad  hoc  query 

• Communications  facilities 

• Data  maintenance 

• Decision  support 

• Financial  modeling  and  analysis 

• Integrated  application  generation 

• Report  generation 


application  development  tool  with  RDBMS 
functionality. 

• It  supports  cooperative  processing  between 
mainframe,  midrange,  UNIX  and  PC 
environments,  and  enables  access  to  leading 
data  sources,  such  as  IBM  DB2,  Microsoft 
SQL  Server,  Sybase  SQL  Server  System  10, 
Oracle  and  DEC  VAX  Rdb  and  RMS. 
NOMAD  also  enables  access  to  legacy  data 
stored  in  IMS,  VS  AM  and  other  formats. 

• NOMAD  was  one  of  the  first  development 
tools  to  offer  cooperative  processing 
between  platforms  with  client/server  and 
peer-to-peer  processing  facilities.  With 
support  for  distributed  computing,  NOMAD 
allows  the  user  to  determine  where 
application  processing  is  to  occur. 


NOMAD  runs  under  MVS  and  VM  on  IBM 
mainframes;  Open  VMS  on  DEC  VAX  and 
AXP;  UNIX  under  HP-UX,  IBM  AIX  and  Sun 
Solaris;  and  DOS  and  OS/2  on  EBM  PCs  and 
compatibles. 


Professional  Services 

MUST  Software  provides  a range  of 
professional  services  to  its  software  clients  as 
follows: 


In  addition  to  Front  & Center,  the  NOMAD 
product  line  includes: 

• Open  Database/Server  (ODB/Server),  a 
middleware  system  for  incorporating  host 
data  in  client/server  applications 

• Must,  an  intelligent  client/server  interface 
that  provides  access  to  mainframe  processing 
from  the  desktop 


• Application  development 

• Application  consulting 

• Staff  training 

• Implementation  of  new  technologies 

• Reengineering 

• Performance  audits 


• Executive  NOMAD,  a tool  for  building  EIS- 
style  applications  for  managers  and  decision 
makers  that  dynamically  access  mainframe 
data. 

NOMAD  meets  a range  of  user  needs,  from 
complex  application  development  to  user 
reporting.  The  NOMAD  language  is  a 
sophisticated,  integrated  programming  tool 
that  can  be  used  by  programmers  to  create 
complex  applications.  NOMAD  capabilities 
include: 


• Project  management 

MUST  Software  offers  more  than  40 
education  course  related  to  its  software 
products.  The  courses  are  available  at  MUST 
Software  education  centers,  as  well  as  at 
customer  sites. 

Clients 

A sampling  of  customers  follows: 

Aerospace — Boeing,  Grumman,  Lockheed, 
McDonnell  Douglas,  NASA,  Thomson-CSF 
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Communications — AT&T,  Alcatel,  Northern 
Telecom,  NYNEX 

Consumer  Products  & Services — Browning- 
Ferris,  Dun  & Bradstreet,  Harcourt  Brace  & 
Co.,  OAG,  Unipac  Service 

Electronics — Dassault,  Hewlett-Packard,  IBM, 
MIT  Lincoln  Labs,  Motorola,  Westinghouse 

Finance — American  Express,  Banc  One,  Bank 
of  America,  Barclays,  Credit  Lyonnais,  First 
Commerce  Corporation,  NationsBank, 

National  Westminster  Bank 

Foods — Anheuser  Busch,  Cinzano,  Del 
Monte,  Nestle,  Suntory,  Tyson  Foods 

Government — Department  of  Defense, 
National  Gallery  of  Art,  State  of  California, 
State  of  Florida,  State  of  Illinois,  State  of 
Wisconsin,  U.S.  Postal  Service. 

Insurance — Allstate,  Colonial  Life,  Crawford 
& Co.,  Kemper,  Northwestern  National  Life, 
St.  Paul  Fire  & Marine 

Manufacturing — Black  & Decker,  Gillette, 
Lennox,  Monsanto,  Raychem,  Stride  Rite, 
Timex,  Westfalia  Separator,  Whirlpool,  Xerox 

Oil — CFP-Total,  Chevron,  Exxon,  Shell 

Pharmaceutical — Abbott  Laboratories,  Eli 
Lilly,  Pfizer,  Rhone-Poulenc,  Schering  Plough 

Retail — Dayton  Hudson,  Marks  & Spencer, 
Publix  Super  Markets,  Sears  Roebuck, 
Supermarkets  General,  Wakefem  Foods, 
Walden  Books 

Transportation — Alitalia,  American  Airlines, 
American  President  Companies,  Renault, 
Southern  Pacific,  United  Airlines 


Universities — Johns  Hopkins,  Michigan  State, 
Southern  Illinois  School  of  Medicine, 

Stanford,  Texas  A&M,  University  of 
Minnesota 

Utilities— Atlantic  Electric,  Brooklyn  Union 
Gas,  Lone  Star  Gas,  Puget  Sound  Power  & 
Light,  Southern  Company,  Southern  California 
Gas 

Marketing  and  Sales 

MUST  Software  provides  sales  and  support 
throughout  North  America,  the  Pacific  Rim 
and  Europe. 

Direct  sales  are  made  in  the  U.S.,  France, 
Germany  and  Switzerland. 

MUST  supports  a network  of  licensed  agents 
and  distributors  serving  the  U.K.,  Israel,  Italy, 
the  Benelux  market,  Spain,  Portugal,  Mexico, 
Japan  and  Australia. 

Alliances 

MUST  Software  is  an  IBM  Business  Partner 
and  a Digital  Independent  Software  Vendor. 
In  addition,  MUST  has  the  following 
relationships: 

• PowerOpen  Association  member 

• International  DB2  Users  Group  member 

• Oracle  Business  Alliance  Program  Member 

• Microsoft  Solutions  Provider  Program 

• Gupta  SQL  System  ISV  Program  Member 

• Hewlett-Packard  Channel  Partner 

• Sun  Microsystems  Catalyst  Member 

• Sybase  Open  Solutions  Partner 


MUST  Software  International 
September  1994 


©INPUT  1994.  Reproduction  prohibited. 


Page  5 of  6 


INPUT  Vendor  Profile 


• SQL  Access  Group  Member 

• MUST  also  forms  strategic  partnerships  with 
vendors  of  complementary  products,  such  as 
Pilot  Software  (acquisition  by  Dun  & 
Bradstreet  pending),  whose  graphical 
presentation  product.  Lightship,  is  part  of 
Executive  NOMAD,  an  executive 
information  system. 

• MUST  also  has  cooperative  marketing 
agreements  with  other  members  of  the 
Thomson  Information  Technology  Group. 

Competitors 

MUST  Software’s  primary  competitors  include 

Information  Builders,  Progress  Software, 

Powersoft  and  Uniface. 


Assessment 

MUST  Software’s  strengths  include: 

• Ease  of  user,  power  and  versatility  make 
NOMAD  appropriate  for  a range  of  users 
and  applications;  it  accommodates 
experienced  application  developers  and 
general  users. 

• For  users,  NOMAD  provides  extensive 
decision  support,  statistical  analysis,  ad  hoc 
query  and  flexible  reporting  capabilities. 

• Over  the  past  two  years,  MUST  Software 
has  enhanced  the  features  of  NOMAD  to 
handle  client/server  and  migration  settings. 

Challenges  for  the  coming  year  include 

establishing  a market  presence  for  new 

products. 


Parent  Company: 

Thomson-CSF 
173,  boulevard  Haussmann 
75415  Paris,  Cedex  08,  France 
Phone:  Oil  33  153  77  80  24 
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COMPANY  PROFILE 


MUTUAL  SERVICES  INC. 

1525  Washington  Street 
Braintree,  MA  02184 
(617)  849-1600 


Thomas  S.  Olsen,  Chairman 
Edward  J.  Boudris,  President 
Private  Company 
Total  Employees:  160 
Total  Revenue,  Fiscal  Year  End 
10/31/91:  $9,170,501 


The  Company  Mutual  Services  Inc.  (MSi)  currently  provides  processing  services  to 

24  banks  in  the  New  England  area. 
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MSi  is  owned  by  three  of  its  serviced  clients-Salem  Five  Cents 
Savings  Bank,  Plymouth  Savings  Bank,  and  Quincy  Savings  Bank. 
Services  provided  to  these  banks  contributed  over  10%  to  MSi's 
fiscal  1990  revenue. 

Since  its  inception,  MSi  has  operated  under  the  guidelines  of 
controlled  growth,  evolutionary  software  development,  and 
concentrated  client  support.  MSi  revenues  have  increased  every 
year  since  1984  at  an  annualized  average  of  17%. 

MSi's  fiscal  1991  revenue  reached  nearly  $9.2  million,  a slight 
increase  over  fiscal  1990  revenue  of  $9.1  million  Net  income 
reached  $260,057,  compared  with  net  income  of  $126,269  for  fiscal 
1990.  A three-year  revenue  summary  follows: 

MUTUAL  SERVICES,  INC. 

THREE-YEAR  REVENUE  SUMMARY 
($  thousands) 


FISCAL  YEAR 

- 

ITEM 

10/91 

10/90 

10/89 

Revenue 

$9,171 

$9,054 

$8,456 

• Percent  increase 
from  previous  year 

1% 

7% 

13% 

Revenue  growth  in  fiscal  1991  was  attributed  to  three  new  on-line 
service  clients  and  six  new  check  processing  clients. 


Operating  income  increased  over  200%  in  fiscal  1991  due  to 
operating  efficiency  improvements  in  production. 
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Computer 

Hardware 


MSi  management  projects  revenue  of  $9.0  million  for  fiscal  1992. 


One  hundred  percent  of  MSi's  revenue  is  derived  from  its  various 
processing  services  provided  to  banks. 

Applications  supported  include: 

• Electronic  funds  transfer 

• VISA  and  debit  card  support 

• Savings  and  certificate  of  deposit  accounts 

• Consumer  loans 

• Commercial  loans 

• Mortgage  loans 

• Overdraft  loans 

• Equity  loans 

• FHLMCC  & FNMA  investor  remittance 

• Cash  letter  processing 
■ Loan  lockbox 

• Retirement  plans 

• Check/item  processing 

MSi  check  processing  services  contributed  approximately  $2.7 
million  to  fiscal  1991  revenue,  compared  to  $3.1  million  in  fiscal 
1990.  These  services  include  inclearing,  transit,  proof  of  deposit, 
account  reconciliation,  and  statement  rendering. 

MSi's  Client  Services  division  supports  client  banks  through  group 
seminars,  service  bulletins,  management  meetings,  and  product 
training  classes. 


One  hundred  percent  of  MSi's  revenue  is  derived  from  the  banking 
industry. 

MSi  clients  range  in  size  from  $91  million  to  $1.3  billion.  Their 
combined  assets  represent  over  $9  billion. 


One  hundred  percent  of  MSi's  revenue  is  derived  from  banks 
located  in  New  England. 


MSi  has  one  IBM  4300  Series  and  two  NAS  mainframes  installed  in 
support  of  its  processing  services. 
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McDonnell  Information  Systems 

Group 

pic  (MDIS) 

Boundary  WayHemel  Hempstead 
Hertfordshire 

18881  Von  Karman,  Ste.  1800 

HP2  7HU 

Irvine,  CA  92715 

United  Kingdom 

USA 

Tel:  +44(0)  1442  232  424 

(714)  724-5600 

Fax:  +44(0)  1442  274  516 
http://www.uk.mdis.com 

(714)  724-5610 

Chairman  (non-executive):  Ian  H.  Davison 

Chief  Executive  Officer:  John  E.  Klein 

Status:  Public 

Key  Points 

• New  strategy  in  place  since  August  1995 

Revenue  (FYE  31.12.95):  £147  million 

Number  of  employees  (average  1995):  1,839 

• Continued  losses  since  1993 

Contents 

• Focus  on  growing  business  after  extensive 
disposal  programme. 

Company  Description 

l 

Company  Description 

Operations  and  Structure 

2 

Company  Strategy 

2 

McDonnell  Information  Systems  Group  pic 

Financial  Information 

3 

(MDIS)  has  its  headquarters  in  Hemel 

Market  Analysis 

4 

Hempstead,  England.  Both  the  company’s  UK 

Acquisitions 

4 

and  international  operations  are  managed 
from  this  location. 

Key  Products  and  Services 

5 

Recent  Projects  and  Major  Clients 

5 

MDIS  develops  and  supplies  open  systems 

INPUT  Assessment 

6 

software  products  as  well  as  a variety  of 
application  software  solutions  and  services. 

MVNP-E 
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The  company  also  supplies  hardware  from 
selected  vendors. 

MDIS  was  established  in  1969  as  a supplier  of 
data  entry  systems  and  was  acquired  by  the 
McDonnell  Douglas  Corporation  ten  years 
later. 

In  1993,  the  subsidiary,  which  was  considered 
a non-core  activity  to  McDonnell  Douglas, 
became  the  subject  of  a management  buy-out. 
About  a year  later,  in  March  1994,  the 
company  was  floated  on  the  London  Stock 
Exchange. 

MDIS  has  since  its  flotation  almost  three 
years  ago  been  under  financial  pressure.  The 
company  has  reported  losses  and  in  1995 
ousted  its  chief  executive  Jerry  Causley  with 
John  E.  Klein..  The  financial  trouble  has  also 
meant  that  the  company  has  re-focused  its 
business  strategies.  Through  1995,  MDIS 
sold  off  some  of  its  subsidiaries  as  well  as 
selected  businesses  (see  “Acquisitions, 
Divestments  and  Alliances”  section). 

Operations  and  Structure 

As  part  of  the  re-focusing  strategy,  MDIS  has 
reorganized  its  operations  to  reflect  its  core 
product  groups.  Exhibit  1 details  the  key 
personnel  for  MDIS. 

MDIS  has  since  1992  offered  facilities 
management  services  in  the  UK  only.  The 
responsibility  for  these  adheres  to  Jim  Abbott. 

MDIS  further  has  a financial  business  unit 
which  reports  to  the  US  director,  Art 
Friedman. 


Exhibit  1 


MDIS  Key  Product  Group  Personnel,  1996 


Name 

Title 

John  Klein 

CEO 

Mike  Powell 

MD,  Technical  Operations 
(incl.  Software  development) 

Alan  Davies 

MD,  Business  Operations 

Jim  Abbotts 

Services  Director 

Sid  Peach 

Delivery 

Alan  Spencer 

Business  Development 

Source:  INPUT 


Company  Strategy 

In  August  1995,  when  Jerry  Causley  left  the 
company,  MDIS’  board  of  directors  announced 
its  intention  to  re-focus  the  company’s 
strategic  directions.  The  intention  was  to  lead 
MDIS’  business  back  to  its  core  activities. 

The  basis  of  the  strategy  is: 

• to  focus  on  developing  customer 
relationships 

• to  exploit  products  and  services  where  the 
company  has  a strong  market  position 

• to  focus  on  quality  and  price  performance. 

MDIS  believes  that  it  is  well  positioned  to 
develop  its  business  for  the  following  specific 
application  packages: 

• Enterprise  Resource  Planning 

• Human  Resources 

• Financials. 

In  terms  of  vertical  markets,  the  company  has 
developed  strong  references  in  the  public 
sector.  MDIS  will  continue  to  develop  on  its 
capabilities  in  this  marketplace. 
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Exhibit  2 


MDIS  Five-year  Financial  Summary 
1991  to  1995,  (£  millions)  (FYE  31-12) 


Year 

1995 

1994 

1993 

1992 

1991 

Total  Revenue 

147 

149 

148 

159 

172 

Annual  Growth 

(1%) 

1% 

(7%) 

(8%) 

11% 

Profit  after  Tax 

(38.2) 

(1.3) 

14.3 

12.8 

9.9 

Number  of  Employees 
(average) 

1,839 

1,772 

1,257 

1,469 

1,775 

Revenue  per  Employee 
(£  ‘000) 

83 

84 

118 

108 

97 

Source:  MDIS 


MDIS  is  also  looking  to  enter  the  market  for 
Internet  and  Intranet  services.  The  company 
believes  that  its  relationship  with  companies 
such  as  Sun  and  capabilities  in  turnkey  and 
systems  integration  projects  will  position  it 
well  to  take  a fair  share  of  this  market. 

Financial  Information 

Exhibit  2 shows  a five-year  summary  of 
MDIS’  financial  performance.  Over  the  period 
the  company’s  revenues  and  profit  have 
shown  a steadily  declining  trend. 

For  1995,  after-tax  losses  reached  £38  million. 
However,  only  £3.7  million  were  losses  from 
continuing  business  while  £23  million  were 
one-time  charges  relating  to  restructuring  of 
the  business  and  disposals. 

For  the  first  six  months  of  1996,  MDIS  has 
continued  to  dispose  of  loss  making 
businesses.  Revenues  for  1H96  was  £61 
million  compared  with  £79  million  in  1H95, 
representing  a decrease  of  24%.  The  loss  for 
the  period  was  £9.4  million  compared  with 
£3.5  million  in  1H95.  MDIS  says  that  it  has 


now  completed  the  disposal  of  non-core 
businesses. 

MDIS  generates  most  of  its  revenues  in  the 
UK.  In  1995,  revenues  from  the  company’s 
home  market  were  73%  of  total. 

Exhibit  3 shows  the  development  in  revenues 
for  the  three  regions:  UK,  USA  and  the  rest  of 
the  world. 


Exhibit  3 

MDIS  Revenues  by  Geographic  Region, 
1994  to  1995  ($  Millions) 


Region 

1994 

1995 

% 

Change 

UK 

114 

107 

(6%) 

USA 

4 

11 

175% 

Rest  of  World 

32 

29 

(9%) 

Total 

149 

147 

(1%) 

Source:  MDIS 
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For  the  first  six  months  of  1996,  revenues  in 
the  US  were  down  slightly  compared  with 
1995.  Combined  with  the  divestment  of  some 
international  subsidiaries,  UK  revenues  in  the 
first  half  of  the  year  were  74%  of  the  total 
revenues. 

Market  Analysis 

Exhibit  4 provides  a break-down  of  MDIS’ 

1995  revenues  by  market  sector,  as  reported 
by  MDIS. 

Exhibit  4 


MDIS  Market  Analysis  by  MDIS  Market 
Sector,  1995  (£  millions) 


Sector 

Revenue 

Share 

Public  Sector 

61 

44% 

Commercial  Solutions 

38 

28% 

Integrated  Systems 

26 

19% 

Applications 
Development  Tools 

5 

4% 

Facilities  Management 

8 

6% 

Total  Continued 
Operations 

138 

100% 

Source:  MDIS 


Percentages  may  not  add  up  because  of  rounding 

Exhibit  5 provides  an  estimated  breakdown  of 
MDIS’  1995  European  software  and  services 
revenues  by  INPUT  delivery  mode. 


Exhibit  5 


MDIS  European  Revenues  by  Delivery 
Mode,  1995,  ($  millions) 


Delivery  Mode 

Revenues 

Share 

Systems  Software 
Products 

6 

3% 

Application  Software 
Products 

62 

30% 

Turnkey  Systems 

82 

40% 

Systems  Integration 

10 

5% 

Outsourcing 

12 

6% 

Professional  Services 

31 

15% 

Total  European  Software 
& Services 

205 

100% 

Source:  INPUT  estimates 


Note:  Percentage  may  not  add  up  because  of  rounding. 


Acquisitions,  Divestments  and 
Alliances 

During  the  first  half  of  1996,  MDIS  has 
acquired  some  strategic  products  and  product 
rights.  Among  these  products  are  a number  of 
Oracle-based  Police  software  products  that 
will  broaden  MDIS’  range  of  public  sector 
products. 

In  1994,  MDIS  acquired  the  US-based  Xerox 
Computer  Services  (XCS).  XCS’  flagship 
product  was  Chess  - an  ERP  software  package 
developed  using  MDIS’  PRO-IV  development 
tool. 

During  1995,  MDIS  performed  the  following 
divestments: 

• Closure  of  the  Spanish  subsidiary 

• Sale  of  the  French  subsidiary 
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• Sale  of  MDIS’  International  Banking 
System  (IBS)  business 

• Sale  of  the  Libraries  business  together  with 
the  German  and  Austrian  subsidiaries  and 
Swiss  branch. 

Part  of  MDIS  new  strategy  has  been  to  focus 
more  on  partnerships  and  alliances.  In  July 
1994,  the  company  announced  worldwide 
agreement  with  Sun  Microsystems  research 
under  which  MDIS  will  market  the  full  range 
of  the  supplier’s  computer  hardware. 

Recent  new  alliances  partners  are: 

• Fujitsu  Corporation  to  distribute  Chess  as 
the  manufacturing  element  of  its  Glovia 
Enterprise  Management  Software  suite 

• General  Automation  Inc.  For  the 
distribution  of  the  Reality  product 

• Guardian  Computer  Services  Ltd.  MDIS 
will  offer  Guardian  services  to  its  UK 
customer  base. 

• OMRON  Systems  UK  limited.  MDIS  will 
service  and  maintain  EPOS  terminals 
throughout  the  UK 

• PRO-IV  Holdings  Limited,  a MDIS  Value 
Added  Reseller  for  PRO-IV  training, 
consultancy  and  other  services  to  PRO-IV 
end  users. 

Key  Products  and  Services 

MDIS  has  the  following  major  commercial 
applications  packages: 

• Chess  - an  enterprise  resource  planning 
software  package  with  more  than  300 
customer  installations  worldwide 

• PRO-IV  HRS  - MDIS’  human  resources 
product  set,  comprising  a full  range  of 


payroll,  pensions  and  personnel 
applications 

• PRO-IV  Financials  - a financial  accounting 
and  management  reporting  product  with  a 
full  suite  of  financial  applications  with 
advanced  functionality. 

For  the  public  sector  markets,  MDIS  offers 
the  following  applications: 

• Health  systems  - total  solution  to  NHS 
Hospitals  and  NHS  Trust  Hospitals  in  the 
UK  and  the  health  sector  in  Australia 

• Police  systems  — products  and  services  to 
more  than  40  of  the  51  police  forces  in 
Great  Britain  and  Northern  Ireland.  The 
acquisition  of  Oracle-based  Police  systems 
will  support  this  market  segment  further 

• Local  and  central  government  systems  - 
products  in  this  area  includes  Revenues 
Management,  Financial  Management  and 
Housing  Management.  MDIS’  client  list 
counts  more  than  180  local  UK  authorities. 

MDIS  also  sells  its  PRO-IV  fourth  generation 
application  development  tool.  The  company 
intends  to  develop  professional  services 
capabilities  based  on  PRO-IV. 

MDIS  offers  system  integration,  turnkey 
system  and  document  management  services. 
Its  turnkey  systems  services  include  hardware 
and  peripherals,  networking,  installation  and 
related  services. 

MDIS  further  offers  facilities  management 
services  in  the  UK  to  both  public  sector  and 
commercial  customers. 

Recent  Projects  and  Major  Clients 

Exhibit  6 details  some  of  MDIS’  major  clients. 
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Exhibit  6 


MDIS  Major  Clients 


Industry  Sector 

Client 

Public  Sector 

West  Yorkshire  Police 
HM  Treasury 
NHS  Pension  Agency 

Retail  Distribution 

John  Dickinson  Stationery  Ltd 
WH  Smith 

Services 

Arthur  Andersen 
RAC  Motoring 

Manufacturing 

Eaton  Corporation 
Johnson  & Johnson 
Ericsson 

Banking  and  Finance 

Societe  Generale 
Midland  Bank 

Source:  INPUT 
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MDIS  has  been  through  some  very  difficult 
last  few  years.  The  company  has  now 
formulated  a new  blueprint  for  its  future. 

MDIS  is  continuing  to  concentrate  on  its 
core  market.  The  company  here  has  deep 
penetration  and  long-lasting  relationships  in 
some  of  its  key  markets.  The  company 
needs  to  hold  on  to  its  loyal  customer  base 
as  a foundation  for  future  growth,  so  this 
should  be  a sound  strategy.  Further,  the 
renewed  focus  on  partnering  should  also 
give  MDIS  some  leverage. 


In  the  words  of  chairman  Ian  Davison,  the 
company  has  now  completed  the  disposal  of 
its  non-core  businesses.  MDIS  must  now 
come  out  on  the  other  side  and  show  that 
the  strategy  its  management  has  set  will 
provide  viable  growth.  The  development  of 
MDIS’  business  in  next  year  or  so  will  be 
very  interesting  to  follow  and  an  indication 
of  whether  the  changes  have  had  the  desired 
effects. 
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McKinsey  & Company,  Inc. 


Rajat  Gupta 


Managing  Director: 

55,  East  52nd  Street 
New  York,  NY  10022 
Phone: 

Fax: 

Internet:  http://www.McKinsey.com 


(212)  446-7000 
(212)  688-9521 


Status:  Private 

Consultants:  3,775 

Revenue:  $1,800,000,000 

Fiscal  Year  End:  12/31/95 


Key  Points 

• McKinsey  & Co.,  Inc.  is  an  international 
management  consulting  firm  specializing  in 
problem  solving  and  program 
implementation. 

• In  1995,  McKinsey  experienced  a 20% 
revenue  growth  over  1994,  with  revenue 
reaching  $1.8  billion. 

• The  firm  continues  to  expand  globally,  and 
in  the  last  two  years  has  opened  new  offices 
in  Istanbul  (Turkey),  Djakarta  (Indonesia), 
Johannesburg  (South  Africa),  Beijing 


(China),  Perth  (Australia),  Seattle  (WA), 
Charlotte  (NC),  and  Orange  County  (CA). 

Company  Description 

Founded  in  1926  by  James  O.  McKinsey,  the 
firm  is  a leading  management  consulting  firm, 
specializing  in  corporate  strategy, 
organization,  and  operational  effectiveness. 

The  firm  prides  itself  on  having  several 
thousand  of  its  alumni  in  high-profile 
positions  in  the  business  world.  Some  well- 
known  alumni  include  Louis  Gerstner 
(Chairman  & CEO  of  IBM),  Harvey  Golub 
(Chairman  & CEO  of  American  Express),  Jim 
Manzi  (Chairman  of  Nets,  Inc.),  Michael 
Jordan  (Chairman  of  Westinghouse),  and 
Philip  Purcell  (Chairman  & CEO  of  Dean 
Witter),  among  others. 
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Organization  and  Structure 

McKinsey  is  organized  geographically.  Offices 
mostly  serve  clients  in  their  geographic  areas, 
drawing  on  the  rest  of  McKinsey  for 
knowledge  of  industries,  functions,  and 
geographies  as  necessary.  With  a few 
exceptions,  the  offices  hire  people,  staff 
assignments,  and  nominate  consultants  for 
partnerships.  There  is  considerable 
borrowing  among  offices,  both  short-term  and 
long-term,  to  get  the  right  mix  on  consulting 
teams. 

Headquartered  in  New  York,  the  firm  has  69 
offices  in  35  countries,  serving  organizations 
in  many  industrial  nations  and  developing 
countries. 

The  firm  has  22  offices  in  North  America,  4 in 
Latin  America,  25  in  Europe,  4 in  eastern 
Europe,  13  in  the  Asia/Pacific  region,  and  1 in 
Africa. 

Company  Strategy 

McKinsey  consults  at  the  top  levels  of 
management.  In  serving  clients,  McKinsey 
concentrates  on  matters  of  concern  to  chief 
executives,  other  senior  officers,  boards  of 
directors,  and  managing  committees. 


On  a typical  assignment,  consultants  work  in 
teams  of  three  or  more,  supported  by  research 
and  specialist  personnel.  There  is  always  a 
complementary  set  of  skills  and  experience. 
Each  team  is  headed  by  a director  or  principal 
who  leads  the  team  in  planning  the 
assignment,  maintains  a relationship  with  the 
client,  and  is  responsible  for  the  outcome  of 
the  project. 

In  recruiting  consultants,  McKinsey  hires 
MBAs  from  top  business  schools  such  as 
Harvard,  Northwestern,  Stanford,  Wharton, 
and  Columbia.  The  firm  also  hires  a 
significant  number  of  PhDs  from  top  schools. 
The  firm  has  invested  resources  and  placed 
special  emphasis  on  professional  recruitment, 
training,  and  on  going  staff  development 
activities.  The  firm  provides  training  that  is 
comprehensive  and  constant,  spending  more 
than  $100  million  a year  on  it. 

Financials 

McKinsey’s  1995  revenue  was  approximately 
$1.8  billion,  a 20%  increase  over  1994. 

A three-year  revenue  summary  follows: 


McKinsey  & Company 
Three-Year  Revenue  Summary 
($  billions) 


Fiscal  Year 

Item 

1995 

1994 

1993 

Revenue 

$1.8 

$1.5 

$1.3 

• Percent  change  from 
previous  year 

20% 

15% 

8% 

Virtually  100%  of  McKinsey’s  revenue  is 
derived  from  management  consulting,  as  the 
firm  looks  upon  all  its  work  as  consulting. 
However,  INPUT  estimates  that  30%  of  the 


firm’s  work  is  professional  services  in  nature, 
which  includes  information  technology 
consulting,  education,  and  training. 
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McKinsey  is  well  known  for  its  consulting 
work  in  the  area  of  strategy. 

Market  Financials 

McKinsey  targets  large  companies,  most  of 
which  include  Fortune  500  companies  or  their 
equivalents  in  other  countries. 

Among  the  industries  the  firm  serves  are 
aerospace,  automotive,  banking/finance, 
consumer  products,  energy,  health  care, 
insurance,  media,  multimedia, 
manufacturing,  utilities,  retail, 
telecommunications,  and  transportation. 

Geographic  Markets 

The  firm  derives  a majority  of  its  income  from 
international  operations,  with  approximately 
60%  of  revenue  coming  from  international 
sources  and  the  remaining  40%  from  the  U.S. 

Employees 

The  firm  has  3,775  consultants,  of  which  191 
are  directors  and  347  are  principals. 

Directors  perform  as  senior  partners,  and  the 
principals  as  junior  partners.  Thirty-nine  of 
these  principals  are  full-time  administrators. 

Key  Services 

Nearly  half  of  McKinsey’ s work  focuses  on 
strategy,  overall  organization,  and  related 
policy  areas.  The  firm  advises  clients  on 
improving  short-term  performance  by  turning 
around  a decline  in  profits,  reorienting 
product  and  market  strategies,  cutting 
operating  and  overhead  costs,  and  increasing 
productivity. 

The  firm  does  extensive  work  in  major 
functional  areas  such  as  research  and 
development,  finance,  sales  and  marketing, 
manufacturing  and  distribution,  planning  and 
control,  management  information,  and 
information  technology. 


Clients 

Major  clients  include  American  Express, 
AT&T,  Eastman  Kodak,  EDS,  ITT,  Frito-Lay, 
General  Electric,  General  Motors,  Hewlett- 
Packard,  IBM,  PepsiCo,  Mellon  Bank,  and 
RJR  Nabisco. 

Marketing  and  Sales 

Although  McKinsey  tries  to  keep  itself  out  of 
the  press,  it  does  publish  its  ideas  and 
research  results  in  the  Harvard  Business 
Review , The  Wall  Street  Journal,  Sloan 
Management  Review,  and  The  McKinsey 
Quarterly,  among  other  publications.  The 
McKinsey  Quarterly  is  a journal  that  focuses 
on  the  latest  thinking  by  the  firm’s 
consultants  and  outside  authors. 

Competition 

McKinsey’s  primary  competition  comes  from 
Booz  Allen  & Hamilton,  The  Boston 
Consulting  Group,  and  Monitor. 

The  firm  also  faces  competition  from  major 
consulting  firms,  including  Andersen 
Consulting,  Coopers  & Lybrand,  A.D.  Little, 
and  Gemini  Consulting. 

INPUT  Assessment 

McKinsey’s  major  strengths  include: 

• It  is  a reputed  firm,  reportedly  having  the 
highest  revenue  per  professional  in  the  field 

• Global  focus 

• Reputation  for  strategic  planning 

• Consulting  methodology 

• Strong  client  base 
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Some  of  McKinsey’s  challenges  include: 

• Hiring  the  best  available  recruits  in  an 
increasingly  competitive  market 

• Keeping  its  more  than  3,000  consultants 
informed  about  the  results  of  McKinsey- 
sponsored  research  and  the  lessons  learned 
from  3,000-plus  studies  a year 

• Continuing  to  operate  as  a single  firm 
sharing  a common  set  of  values  and 
approaches  to  consulting 


McKinsey  & Company,  Inc. 

October  1996 
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National  Data  Corporation 


Chairman  & CEO:  R.  A.  Yeliowiees 

National  Data  Plaza 
Atlanta,  GA  30329-2010 
Phone:  (404)  728-2000 

Fax:  (404)  728-3985 


Status:  Public 

Employees:  1 ,900  (5/95) 

Revenue:  $242,031 ,000 

Fiscal  Year  End:  5/31/95 


Key  Points 

• National  Data  Corporation  (NDC)  has 
focused  its  operations  on  three  key  market 
segments — retail  electronic  payment 
systems,  health  care  and  information 
services  for  government  and  cross-industry 
corporate  accounts. 

• In  February  1996,  NDC  and  MasterCard 
International  announced  an  agreement  to 
create  Global  Payment  Systems — a new 
payment  processing  company  that  will 
combine  NDC’s  payment  services  business 
and  MasterCard’s  MAPP  organization. 


• Products  and  services  provided  to  the  health 
care  industry  represent  NDC’s  fastest 
growing  business,  with  fiscal  1995  revenue 
increasing  31%  to  $82.7  million.  NDC 
processed  nearly  700  million  electronic 
claims  during  fiscal  1995 — a 40%  increase 
over  the  previous  year. 

• NDC  continues  to  expand  its  health  care 
business.  The  May  1995  acquisition  of 
Claim*Net  claims  processing  software 
expanded  NDC’s  presence  in  the  physician 
market.  The  January  1995  acquisition  of 
Learned-Mahn  added  hospital  claims  and 
electronic  remittance  processing  to  NDC’s 
pharmacy,  dental  and  physicians’  claims 
processing  capabilities. 

• NDC  is  also  one  of  the  country’s  largest 
processors  of  electronic  payments  for 
consumers  and  business.  This  includes 
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credit  card,  debit  card,  check  verification 
and  check  guarantee  transactions,  as  well  as 
electronic  payments/filing. 

Company  Description 

National  Data  Corporation  (NDC), 
incorporated  in  1967  in  Delaware,  provides 
various  processing/network  services  and 
turnkey  systems  primarily  in  the  areas  of 
credit  and  debit  card  authorization  and 
processing,  health  care  systems  and  electronic 
claims  processing  and  cash  management  and 
electronic  data  interchange  (EDI). 

In  February  1996,  NDC  and  MasterCard 
International  announced  an  agreement  to 
create  Global  Payment  Systems  (GPS) — a new 
payment  processing  company  that  will  operate 
as  an  independent  third-party  processor  with 
its  own  board  of  directors  and  management 
team.  Both  MasterCard  and  NDC  will  be 
represented  on  the  board. 

• GPS  will  include  MasterCard’s  MAPP 
organization  and  NDC’s  payment  services 
business,  as  well  as  its  point-of-sale  and 
back  office  services.  Existing  staff  and 
management  teams  will  be  transferred 
intact  to  the  new  company. 

• As  part  of  the  agreement,  MasterCard  will 
receive  a cash  payment  and  a minority 
equity  position  in  NDC. 

• Initial  services  provided  by  GPS  will  include 
a range  of  network  point-of-sale  and  back- 
office  support  for  merchants.  It  will  also 
offer  electronic  funds  transfer  and  financial 
and  non-financial  electronic  data 
interchange  services. 

• GPS  will  be  headquartered  in  Atlanta  and 
have  other  operations  in  Purchase  (NY),  St. 
Louis  (MO),  Dallas  (TX),  Los  Angeles  (CA), 
Toronto  (Canada)  and  London  (England),  as 
well  as  numerous  sales  offices. 


• The  new  company,  with  approximately  1,100 
employees  worldwide,  is  expected  to 
generate  $175  million  in  revenue  during  its 
first  year. 

Organization  and  Structure 

NDC’s  products  and  services  are  provided 
through  the  following  lines  of  business: 

• Health  Care  provides  turnkey  practice 
management  systems  and  electronic  claims 
processing,  adjudication  and  clinical 
database  information  for  pharmacies, 
dentists,  physicians,  hospitals,  HMOs, 
clinics  and  nursing  homes. 

• Payment  Systems  provides  a range  of 
transaction  processing  alternatives  to  the 
retail,  hospitality,  health  care  and 
government  markets.  Services  include 
merchant  credit  and  debit  card  processing, 
check  verification,  electronic  tax  payment 
and  filing,  and  vertical  market  point-of-sale 
applications. 

• Information  Systems  and  Services  provides 
cash  management,  information  reporting 
and  EDI  services  to  worldwide  banks, 
corporations,  universities  and  federal 
agencies. 

U.S.  sales  offices  are  in  Birmingham  (AL); 
Phoenix  (A Z);  Brea  and  San  Francisco  (CA); 
Denver  (CO),  Shelton  (CT);  Lakeland  (FL); 
Chicago  (IL);  Indianapolis  (IN);  Kenner  (LA); 
Hanover  (MD);  Charlestown  (MA);  St.  Louis 
(MO);  Buffalo,  Jericho  and  New  York,  (NY); 
Conshohocken  (PA);  Nashville  (TN);  Austin, 
Dallas  and  Houston  (TX);  Salt  Lake  City  (UT); 
Vienna  (VA);  Seattle  and  Spokane  (WA);  and 
Brookfield  (WI). 

International  offices  are  in  London  (England), 
Tokyo  (Japan)  and  Don  Mills  (Ontario, 
Canada). 
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Voice  centers  are  in  Don  Mills  (Ontario)  and 
Dallas  (TX).  Other  processing  and  service 
centers  are  in  El  Monte  (CA),  Atlanta  (GA), 
Boise  (IA),  Niles  (IL),  Indianapolis  (IN), 
Rockville  (MD),Reno  (NV),  Mt.  Pleasant  (SC), 
Westlake  (TX)  and  Midvale  (UT). 

Company  Strategy 

NDC’s  business  strategy  is  to  be  a total 
solution  provider  of  value-added  transaction 
processing  systems  and  services  in  the 
markets  its  serves.  NDC  seeks  to  increase  its 
penetration  of  existing  application  systems 
and  point-of-use  transaction  processing 
markets  and  to  identify  and  create  new 
markets  through  : 

• Development  of  value-added  applications, 
enhancement  of  existing  products  and 
development  of  new  systems  and  services, 

• Acquisition  of,  or  alliance  with,  companies 
that  have  desirable  products  and/or 
distribution  capabilities 

• Extension  of  the  terms  and  commitments  of 
existing  customer  contracts 

In  the  health  care  services  area,  NDC’s  goal  is 
to  offer  a complete  line  of  products  and 
services  to  the  health  care  community — fr om 
pharmacies  to  dental  and  physician  offices  to 
hospitals  and  managed  care  providers — to 
help  control  costs  and  improve  patient  care. 
The  company’s  strategy  includes: 

• Expanding  its  electronic  processing  services 
provided  to  pharmacies 

• Expanding  its  client  base  in  the  physician 
market  through  acquisitions  and  new 
products 


• Expanding  its  dental  practice  client  base 
through  enhancements  of  its  NDC  Dental 
System 

• Modifying  and  enhancing  its  products  for 
hospitals,  long-term  care  and  managed  care 
environments 

• Increasing  coverage  for  Medicaid  programs 

In  the  payment  services  area,  NDC  will  work 
with  MasterCard  International  to  continue  to 
expand  its  offerings  to  a range  of  payment 
solutions,  expand  into  new  markets  and 
expand  its  partnerships  with  leading  banks. 

In  the  government  and  corporate  information 
systems  and  services  segment,  NDC  will 
continue  to  cultivate  new  business 
opportunities  for  EDI  and  cash  management- 
related  solutions.  NDC’s  strategy  includes: 

• Forming  alliances/partnerships  to  expand  its 
EDI  offerings 

• Developing  its  student  loan  remittance 
processing  activities 

• Fostering  product  enhancements  and 
alliances  in  the  cash  management  business 

Financials 

NDC’s  fiscal  1995  revenue  reached  $242.0 
million,  a 17%  increase  over  fiscal  1994 
revenue  of  $206.1  million  for  fiscal  1994.  Net 
income  reached  $15.4  million,  a 59%  increase 
over  $9.7  million  for  the  same  period  a year 
ago. 

A five-year  financial  summary  is  shown  on  the 
following  page. 
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National  Data  Corporation 
Five-Year  Financial  Summary 
($  Millions,  except  per  share  data) 


Fiscal  Year 

Item 

5/95 

5/94 

5/93 

5/92 

5/91 

Revenue 

$242.0 

206.1 

$206.2 

$218.0 

$228.6 

• Percent  change  from 
previous  year 

17% 

— 

(5%) 

(5%) 

(17%) 

Income  (loss)  before  taxes 

$24.0 

$14.9 

$14.6 

$12.8 

$(23.9) 

• Percent  change  from 
previous  year 

61% 

(b) 

2% 

14% 

154% 

(473% 

Net  income  (loss) 

$15.4 

$9.7 

$8.5 

$7.4 

$(14.1) 

• Percent  change  from 
previous  year 

59% 

14% 

15% 

152% 

(555%) 

Earnings  (loss)  per  share  (a) 

$0.75 

$0.50 

$0.45 

$0.41 

$(0.80) 

• Percent  change  from 
previous  year 

50% 

11% 

10% 

152% 

N/A 

(a)  Restated  to  reflect  a 3-for-2  stock  split  in  March  1995. 

(b)  Includes  a $2.5  million  payment  related  to  the  settlement  of  shareholder  litigation. 


INPUT  estimates  that  NDC’s  fiscal  1995 
revenue  was  derived  approximately  as 
follows: 


1995  Source  of  Revenue 


Product/Service 

Revenue 
($  Millions) 

Percent 
of  Total 

Processing/Network 

Services 

- Integrated  payments 

$134.7 

56% 

- Electronic  claims 

42.7 

18% 

- Cash  management/EDI 

19.1 

8% 

- Other  (a) 

5.5 

$202.0 

2% 

84% 

Turnkey  Systems  and 
Support  Services 

$40.0 

16% 

Total 

$242.0 

100% 

(a)  Includes  communications  services  business. 


A three-year  summary  of  source  of  revenue  as 
provided  by  NDC  appears  on  the  following 
page. 

Payment  Systems  revenue  increased  7%  in 
fiscal  1995. 

• The  increase  was  attributed  to  increased 
revenue  from  direct  (distribution  to 
merchants)  payment  services  due  to 
increased  volume  of  merchant  sales 
processed,  equipment  sales,  and  the 
acquisition  of  two  check  guarantee 
businesses  during  the  year. 

• Offsetting  these  increases,  revenue  from 
indirect  (distribution  through  banks) 
merchant  processing  business  decreased  as 
a result  of  price  reductions  associated  with 
contract  renewals  in  exchange  for  increased 
volume  commitments. 
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National  Data  Corporation 
Three-Year  Source  of  Revenue  Summary 
($  Millions) 


Fiscal  Year 

5/95 

5/94 

5/93 

Product/Service 

Revenue 

$ 

Percent  of 
Total 

Revenue 

$ 

Percent  of 
Total 

Revenue 

$ 

Percent  of 
Total 

Payment  Systems 

$134.7 

56% 

$115.2 

56% 

$115.5 

56% 

Health  Care 

82.7 

34% 

63.0 

30% 

56.3 

27% 

Information  Systems  and  Services 

19.1 

8% 

19.9 

10% 

21.5 

11% 

Other  (a) 

5.5 

2% 

8.0 

4% 

12.9 

6% 

Total 

$242.0 

100% 

$206.1 

100% 

$206.2 

100% 

(a)  Includes  revenue  from  communications  services  and  international  business. 


Health  Care  revenue  rose  31%  during  fiscal 
1995  due  to  increases  in  electronic  claims 
processing  and  increases  in  revenue  from 
NDC’s  practice  management  systems  for 
the  pharmacy,  dental,  physician, 
government  and  institutional  sectors, 
including  the  impact  of  acquisitions 
completed  during  fiscal  1995. 

Information  Systems  and  Services  revenue 
decreased  4%  during  fiscal  1995  due  to 
decreased  sales  of  software  for  EDI 
applications. 

Interim  Results 

Revenue  for  the  six  months  ending 
November  30,  1995  reached  $131.1  million, 
a 13%  increase  over  $115.8  million  for  the 
same  period  in  1994.  Net  income  rose  62%, 
from  $6.6  million  to  $10.7  million. 

• Health  Care  revenues  grew  by  37%  in  the 
first  quarter  and  18%  in  the  second 
quarter  due  to  increases  in  electronic 
claims  processing  and  increases  in 
revenue  for  practice  management 
systems. 


• Payment  Systems  revenues  grew  by  15% 
in  the  first  quarter  and  8%  in  the  second 
quarter. 

• Information  Systems  and  Services 
revenues  declined  16%  in  the  first  quarter 
and  10%  in  the  second  quarter,  primarily 
due  to  declining  revenue  from  EDI 
software  licenses. 

Market  Financials 

NDC’s  fiscal  1995  revenue  was  derived 

approximately  as  follows: 


Health  care 34% 

Retail 30% 

Banking  and  finance 24% 

Federal  government 4% 

Telecommunications 1% 

Corporate  and  other 7% 


100% 

NDC’s  diverse  customer  base  includes  more 
than  60,000  health  care  providers,  350,000 
merchant  locations,  35,000  corporations, 
more  than  200  banking  institutions,  and 
federal  and  state  government  agencies. 

Primary  customers  for  Payment  Systems 
include  general/specialty  retailers; 
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corporations;  hotels,  motels,  lodging  and 
resorts;  the  gaming  industry;  restaurants; 
petroleum  retailers;  federal,  state  and 
municipal  agencies;  and  health  care 
providers. 

Primary  customers  for  Health  Care  systems 
and  services  include  pharmacies,  dentists, 
physicians,  hospitals,  nursing  homes,  vision 
care  providers,  HMOs,  insurance  carriers, 
third-party  administrators,  and  state 
Medicaid  agencies. 

Primary  customers  for  Information  Systems 
and  Services  include  worldwide  banks, 
corporations,  universities  and  federal 
agencies. 

Geographic  Markets 

Approximately  97%  of  NDC’s  fiscal  1995 
revenue  was  derived  from  the  U.S.  and  3% 
($7.7  million)  from  international  sources. 

Acquisitions 

In  January  1996,  NDC  acquired  Conceptual 
Systems  Corporation  of  Cleveland  (OH). 

• Conceptual  Systems,  founded  in  1982, 
provides  electronic  claims  processing 
services  and  practice  management 
systems  for  physicians,  hospitals  and 
other  health  care  businesses. 

• During  1995,  Conceptual  Systems 
processed  more  than  10  million  electronic 
health  care  transactions.  Conceptual, 
which  has  extensive  connectivity  to 
payers  in  the  Midwest,  adds  close  to  1,000 
health  care  provider  locations  to  NDC’s 
network. 

In  May  1995,  NDC  acquired  the  Claim*Net 
physician-based  claims  processing  software 
product  line  from  Physician’s  Practice 
Management,  Inc.  of  Indianapolis  (IN). 


In  January  1995,  NDC  acquired  Learned- 
Mahn,  a nationwide  provider  of  software 
and  services  to  health  care  and  financial 
institutions. 

• Learned-Mahn,  a privately  held  Idaho 
company  with  headquarters  in  Boise  and 
regional  offices  in  Denver  and  Chicago, 
was  founded  in  1973. 

• In  addition  to  providing  electronic  health 
care  claims  and  remittance  services  to 
hospitals,  Learned-Mahn  also  develops 
and  sells  financial  software  to  financial 
institutions. 

• Learned-Mahn  operates  as  an 
independent  business  unit  of  NDC. 

In  November  1994,  NDC  acquired  Zadall 
Systems  Group,  Inc.,  a Canadian  company 
that  develops  and  markets  practice 
management  systems  and  services  for 
pharmacy  chain  stores  in  Canada  and  the 
U.S. 

• Zadall  is  a private  company,  with 
headquarters  in  Vancouver,  British 
Columbia.  Its  U.S.  headquarters  is 
located  in  Dallas. 

• The  acquisition  strengthens  NDC’s 
pharmacy  chain  offering,  gives  NDC  a 
strong  practice  management  system 
presence  in  Canada,  and  adds  thousands 
of  chain  customer  locations  to  its  U.S. 
base. 

• Zadall  operates  as  an  independent 
business  unit  under  existing 
management. 

In  September  1994,  NDC  acquired 
Mercantile  Systems,  Inc.,  a Chicago-based 
check  guarantee  company. 
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In  July  1994,  NDC  acquired  Lytec  Systems, 
Inc.  of  Salt  Lake  City  (UT),  a provider  of 
medical  and  dental  practice  management 
software  to  approximately  6,000  users. 

In  June  1994,  NDC  acquired  Yes  Check, 

Inc.  of  Chicago,  a provider  of  check 
guarantee  services. 

Employees 

As  of  May  31,  1995,  NDC  had 
approximately  1,900  employees. 

The  company  currently  has  approximately 
1,950  employees. 

Key  Products  and  Services 

Health  Care 

NDC  provides  electronic  claims  processing, 
adjudication  and  payment  systems,  funding 
capabilities,  practice  management  turnkey 
systems  and  clinical  database  information 
for  pharmacies,  dentists,  physicians, 
hospitals,  HMOs,  clinics  and  nursing 
homes. 

NDC’s  EasyClaim™  real-time  electronic 
claims  processing  service  is  offered  to 
pharmacies,  dentists,  hospitals,  HMOs  and 
preferred  provider  organizations. 

• The  service  provides  electronic  eligibility 
verification,  patient-specific  benefit 
coverage,  claims  data  capture  and  editing, 
claims  adjudication,  and  retrospective  and 
prospective  drug  utilization  review.  Real- 
time claims  authorization,  data  capture 
and  adjudication  is  supplied  via  the  NDC 
National  Health  Care  Information 
Network. 

• This  service  enables  the  customer  to 
speed  up  claims  collection  and 
reconciliation  while  eliminating  paper 
processing  by  sending  the  claims 
electronically  to  NDC,  which  in  turn 


processes  the  claims  and  transmits  them 
to  payers. 

• NDC  links  approximately  60,000  health 
care  providers  at  49,000  locations  with 
virtually  every  major  insurance  carrier 
and  third-party  administrator  for 
processing  and  adjudication  of  insurance 
claims. 

EasyClaimPLC/S  ™,  released  during  fiscal 
1994,  allows  physicians  and  other  health 
care  providers  to  verify  insurance  eligibility 
coverage  and  accept  credit  and  debit  card 
payments  from  a single  terminal. 

ProDUR®  is  NDC’s  proprietary  clinical 
adjudication  system. 

Claim*Net,  acquired  in  1995,  is  a claims 
processing  software  package  for  physicians. 

DataStat®  is  a turnkey  pharmacy 
management  system  designed  for 
independent  and  chain  pharmacies, 
hospitals,  HMOs,  clinics  and  nursing 
homes. 

• DataStat  supports  patient  registration, 
drug  recordkeeping,  private  and  third- 
party  billing,  inventory  control  and 
ordering,  automatic  price  updating, 
management  reporting  and  drug  database 
updates  to  detect  clinical  dispensing  and 
prescribing  errors. 

• DataStat  is  available  on  PC  and 
minicomputer  platforms.  NDC’s 
electronic  point-of-sale  systems  are  fully 
integrated  into  the  DataStat  product  line, 
providing  credit  and  debit  card  processing 
capabilities  and  associated  inventory 
reporting  and  ordering. 

• DataStat  systems  are  currently  installed 
at  more  than  4,000  locations. 
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As  a result  of  the  acquisition  of  Zadall 
Systems  Group,  NDC  offers  a pharmacy 
system  to  pharmacy  chains  in  the  U.S.  and 
Canada. 

NDC  also  offers  a physician  management 
system  (acquired  with  Lytec  Systems  in 
1994)  that  provides  patient  scheduling, 
billing  and  collection,  patient  record 
accounting,  insurance  claims  information 
and  electronic  processing.  There  are 
approximately  7,000  users  of  the  system. 

The  NDC  Dental  System,  released  in 
August  1994,  is  a Windows-based  system 
for  IBM  PCs  and  compatibles.  The  system 
incorporates  the  business  automation 
functions  of  the  DataStat  Dental  System 
with  advanced  clinical  functionality. 

The  DataStat  Dental  System  is  an  IBM  PC- 
based  turnkey  system  for  dental  office 
management  that  provides  dentists  with 
patient  record  accounting,  patient 
scheduling  and  recall,  billing  and  collection, 
and  insurance  claims  information  and 
electronic  processing. 

NDC  provides  processing  and  professional 
services  for  health  care  applications  to  state 
and  federal  government  agencies. 

• Medicaid  programs  from  43  states  are 
now  connected  to  NDC’s  health  care 
network  for  either  real-time  transaction 
processing,  eligibility  or  drug  utilization 
review  services. 

• NDC  is  providing  software  support 
services  for  pharmacy  systems  to  the  U.S. 
Department  of  Defense  under  a renewed 
three-year  contract. 

Payment  Systems 

NDC  provides  credit  and  debit  card 
authorization,  check  verification  and 


guarantee,  procurement  card  services, 
merchant  processing,  electronic  tax 
payment  and  filing,  and  vertical  market 
point-of-sale  applications  to  approximately 
200  financial  institutions  reaching  more 
than  350,000  merchant  locations.  The  bulk 
of  these  services  will  be  provided  through 
Global  Payment  Systems,  the  new  company 
formed  with  MasterCard  International. 

Credit  and  debit  card  authorization,  data 
capture  and  product  and  customer  support 
are  provided  primarily  for  Visa  and 
MasterCard  bank  cards.  All  major  cards 
are  supported,  however,  including  American 
Express,  Discover  and  private-label  cards. 

• Authorization  services  are  provided  via 
dial  terminals,  electronic  cash  registers 
and  proprietary  personal  computer 
applications. 

• These  systems  provide  financial 
institutions  and  merchants  with  a 
nationwide  authorization  network  for 
credit  cards,  debit  cards  and  checks.  They 
also  provide  information  collection  and 
reporting  through  point-of-sale  terminals 
located  at  the  merchant’s  place  of 
business. 

• Authorization  requests  are  transmitted 
from  the  merchant  to  the  company  and 
then  to  the  appropriate  source  of  the 
purchaser’s  credit  file.  The  response  is 
then  relayed  to  the  merchant. 

• Approximately  95%  of  all  authorized 
transactions  are  processed  electronically. 

NDC  provides  a terminal-based  electronic 
data  capture  (EDC)  system  that  uses  NDC's 
electronic  point-of-sale  authorization 
system  to  verify  credit  and  permits  the 
terminal  on  the  merchant's  premises  to 
electronically  capture  the  entire  transaction 
and  transmit  necessary  information  to 
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NDC’s  central  computer  for  faster  clearing 
through  the  banking  system.  This  service  is 
also  available  for  electronic  cash  registers 
and  PC-based  systems. 

• Specialized  applications  for  specialty 
retailers,  restaurants,  hotels  and  oil 
companies  are  also  marketed  by  NDC. 

• Over  130,000  merchant  locations 
currently  use  NDC's  EDC  system. 

NDC  also  offers  a host-based  data  capture 
capability  for  its  EDC  system.  This  system 
differs  from  the  NDC  terminal-based 
system  in  that  it  can  be  accessed  by  first- 
generation  ("dumb")  dial  terminals  as  well 
as  on-line  point-of-sale  devices  such  as 
electronic  cash  registers  and 
customer/clerk-operated  line  control 
terminals. 

• The  system  processes  credit  and  debit 
card  transactions. 

• NDC  maintains  a host-based  EDC  system 
for  a major  retailer  with  over  2,000  dial 
terminals  in  place. 

The  NDC  Procurement  Card  Service, 
introduced  in  fiscal  1994,  is  a payment 
service  that  links  businesses  that  issue 
procurement  cards  with  their  suppliers. 

• Procurement  cards  are  issued  to 
corporations’  employees  for  business 
purchases.  The  cards  save  money  for 
corporate  purchasing  departments  by 
cutting  paperwork  and  result  in  speedier 
payments  to  suppliers. 

• More  than  100  suppliers  to  Fortune  500 
companies  are  participating  in  the 
program,  including  Xerox  and  the  First 
Chicago  Corporation. 


NDC  provides  tax  filing  and  payment 
services,  including  electronic  state  tax 
payment  via  electronic  funds  transfer  and 
electronic  tax  filing  of  corporate  tax  returns. 

NDC  provides  check  verification  and  check 
guarantee  services.  The  NDC  Check 
Acceptance  Service,  introduced  in  1994, 
ensures  payment  of  checks. 

NDC  also  offers  merchant  credit  card 
processing  services,  including  merchant 
accounting,  authorization,  data  capture, 
customer  service,  credit  and  support 
functions.  These  services  are  currently 
provided  to  55,000  customers  with 
approximately  65,000  total  merchant 
locations  using  point-of-sale  equipment. 

Information  Systems  and  Services 

NDC  provides  a range  of  processing  services 
for  corporate  information  reporting,  tax 
payment  and  filing,  electronic  data 
interchange  (EDI)  and  cash  management. 

Corporate  and  government  organizations 
use  information-reporting  services  to 
collect,  consolidate,  and  report  financial, 
administrative,  and  operating  data  from 
more  than  180,000  locations. 

• The  customer  reports  data  to  NDC  from 
multiple  locations  via  touch-tone 
telephone,  retail  point-of-sale  terminals, 
PCs  or  mainframe  transmissions. 

• NDC  then  consolidates  and  delivers  the 
information  to  support  financial,  sales, 
and  marketing  activities,  inventory 
control  systems,  payroll  administration, 
personnel  management  and  accounting 
functions. 

• Applications  supported  for  information- 
reporting services  include  inventory 
ordering,  payroll  data  collection,  franchise 
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payment  collection,  merchandiser 
reporting,  daily  sales  reporting  and  tax 
reporting. 

• Customers  can  also  use  NDC’s  network 
for  financial  planning,  budgeting,  asset 
management,  and  database  management. 

ENACT™  (Electronic  Network  for  the 
Automated  Collection  of  Taxes)  is  an 
electronic  funds  transfer  (EFT)  service 
offered  by  NDC  that  replaces  bank  handling 
of  paper-based  federal  tax  deposit  coupons 
for  U.S.  Treasury  tax  and  loan  payments. 

• NDC  receives  the  tax  reports, 
consolidates  the  data,  calculates  an 
effective  payment  due  date,  initiates  the 
funds  transfer  process  on  the  appropriate 
date,  and  delivers  the  payment 
information  to  the  IRS  Service  Center. 

• In  addition  to  the  federal  ENACT 
program,  NDC  processes  corporate  tax 
payments  for  9 of  the  16  states  currently 
mandating  use  of  EFT  for  such  payments. 
More  than  11,000  corporations  report  tax 
amounts  and  related  information  to  NDC. 

NDC  Global  Exchange™  is  an  EDI-based 
offering  that  translates  business-to- 
business  communications  into  standard 
formats,  allowing  the  customer  to  exchange 
payments  and  remittance  information  with 
its  trading  partners  electronically. 

• Transport  90™,  NDC's  data 
communications  software,  manages  the 
automatic  delivery,  receipt,  and 
monitoring  of  data  file  transmissions 
between  multiple  computers  and/or  data 
transmission  devices. 

Cash  Concentration  services  permit 
electronic  concentration  of  local  bank 
deposits  from  an  organization's  remote 


locations  into  central  banks  for  accelerated 
funds  availability. 

• Deposit  reports  are  compiled  and 
transmitted  to  the  concentration  bank 
designated  by  the  customer  for  the 
purpose  of  initiating  funds  transfer  via 
depository  transfer  checks  (DTCs)  or 
electronic  Automated  Clearing  House 
debits. 

• The  same  data  is  also  transmitted  to 
customer  management.  This  service 
accelerates  the  availability  of  cash 
receipts,  enforces  systematic  unit 
reporting,  provides  audit  trails  for 
reconciliation,  and  provides  confidential 
handling. 

Multibank  balance  reporting,  transaction 
initiation,  and  other  enhanced  cash 
management  services  for  banks  are 
provided  through  NDC's  Cash  Management 
Exchange™  (CMX)  and  Networks  for 
Electronic  Transaction  Services  (NETSR). 

• Through  its  network  covering  46 
countries,  NDC  provides  over  120  banks 
with  private-label  services  using  the  CMX 
shared  resources  environment. 

- CMX  enables  banks  to  report  daily 
account  balances  and  supporting 
activity  detail  data  to  their  10,000 
corporate  clients. 

- Using  microcomputers,  interactive  and 
EDC  terminals,  or  NDC  voice  centers, 
corporate  financial  managers  retrieve 
current  multibank,  multicurrency 
account  balance  information  from  NDC's 
system. 

- CMS2000,  a lower-priced  cash 
management  system,  was  introduced  to 
the  European  market  during  fiscal  1992. 
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• NETS  is  an  in-bank  Tandem  NonStop- 
based  system  used  to  deliver  private-label 
cash  management  services.  NETS 
provides  an  upwardly  compatible 
migration  path  from  CMX.  Fifteen  U.S. 
and  six  international  banks  use  the  NETS 
system  to  provide  daily  account  balances, 
support  activity  detail  data,  and  provides 
other  cash  management  services  to  more 
than  20,000  corporate  customers. 

• In  support  of  both  CMX  and  NETS,  NDC's 
Data  Exchange  Service  transfers 
summary  and  detailed  bank  balance 
information  for  third-party  balance 
reporting  systems  and  more  than  110 
banks  in  a network  spanning  over  20 
foreign  countries.  Sending  and  receiving 
over  250  bank  transmissions  daily,  NDC 
consolidates  multibank  information  into 
industry-standard  formats  for  delivery  to 
the  desired  data  exchange  destination. 

• NDC's  Money  Transfer  System  (an 
optional  service  of  CMX  and  NETS) 
allows  corporate  customers  to  transfer  or 
draw  down  funds  from  accounts  anywhere 
in  the  world  in  order  to  achieve  optimum 
return  on  current-day  funds  and  maintain 
target  balances. 

• Foreign  exchange  and  money  market  rate 
reports  (available  through  CMX  and 
NETS)  are  supplied  to  corporate  financial 
officers  to  assist  in  making  short-term 
investment  decisions. 

• PC-NETS  for  Windows,  introduced  during 
fiscal  1995,  is  a Windows-based  cash 
management  system. 

EDI-related  activities  include  the  following: 

• NDC  has  reached  an  agreement  with 
Racal  Network  Services  to  provide  cash 
management  services  in  the  U.K.  and 
Europe.  NDC  provides  a range  of  bank 
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messaging  system  software  enhancements 
to  increase  the  capabilities  of  Racal’s 
NonStop  Tandem-based  EDI  system. 

• During  1993,  NDC,  Tandem  Computers 
and  MPACT  Immedia  formed  an  alliance 
to  build  a messaging  system  that  will 
offer  top  banks  worldwide  a 
comprehensive  financial  EDI  translation 
and  messaging  product  for  electronic 
disbursements  and  collections. 

• NDC  has  partnered  with  U.K.-based 
Logica  Finance  pic  to  sell  and  install 
components  of  its  messaging  systems  to 
Telekurs,  a leading  Swiss 
telecommunications  company.  Logica  and 
NDC  are  working  on  a number  of  joint 
EDI  opportunities  in  Europe  and  South 
Africa. 

• NDC  provided  its  bank  messaging  product 
for  financial  EDI  to  the  Bank  of  America 
and  Barnett  Bank. 

• In  the  area  of  student  loan  remittance 
processing,  NDC  receives  proprietary 
disbursement  files  from  banks  and 
delivers  the  data  electronically,  in  either 
standard  EDI  or  proprietary  format. 

For  the  past  four  years,  in  conjunction  with 

Price  Waterhouse,  NDC  has  been  providing 

information  reporting  services  for  the  U.S. 

Postal  Service’s  first-class  mail  delivery 

performance  measurement  system. 

• In  1994,  the  Price  Waterhouse/NDC 
partnership  won  two  additional  contracts 
to  provide  similar  services  for  the  U.S. 
Postal  Service  second-class  and  third- 
class  mail. 

• The  information  collected  by  NDC  is  used 
to  generate  reports  and  provide  better 
mail  delivery  services. 
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Computer  Operations 

NDC  maintains  two  computer  processing 
sites  in  Atlanta  (GA),  one  in  El  Monte  (CA), 
one  in  Rockville  (MD),  and  one  in  Hanover 
(MD).  NDC  also  maintains  regional  centers 
in  Toronto  (Canada),  London  (England)  and 
Dallas  (TX). 

• Unisys  mainframes  and  the  OS/2200 
operating  system  are  used  for  large-scale 
transaction  and  batch  database 
processing. 

• Tandem  fault-tolerant  computers  and  the 
Guardian  operating  system  are  used  for 
high-volume,  fast-response  transaction 
processing. 

• Client/server  technology  is  used  for  user 
database  applications. 

• UNIX-  and  Windows-based  systems  are 
used  for  focused  communication 
applications  systems. 

• These  systems  are  linked  via  high-speed, 
fiber  optic-based  networked  backbones  for 
file  exchange  and  intersystem 
communication  purposes. 

Marketing  and  Sales 

Health  Care — NDC’s  practice  management 
systems  are  marketed  directly  through 
NDC  personnel  and  jointly  with 
pharmaceutical  wholesalers.  The  practice 
management  system  for  physicians  is  sold 
through  third  parties  and  direct  marketing. 
Electronic  claims  processing  services  are 
marketed  directly  through  NDC  personnel. 

Payment  Systems — Services  are  marketed 
principally  through  bank  relationships, 
independent  contractors  and  NDC 
personnel.  Credit  card,  debit  card,  check 
verification  and  check  guarantee  services 
are  provided  through  direct  distribution  to 


merchants  as  well  as  indirectly  through 
financial  institutions. 

Information  Systems  and  Services — Cash 
management,  tax  payment  and  filing, 
information  reporting  and  EDI  services  are 
marketed  through  a direct  sales  force. 

Competitors 

Health  Care — NDC  competes  principally 
with  General  Computer  Corporation,  QS/1 
and  the  3PM  unit  of  McKesson  Corporation 
in  the  pharmacy  systems  market.  The 
principal  competitors  in  the  dental  systems 
market  are  Softdent  and  Dentech.  The 
main  competitors  in  the  physicians’  systems 
market  are  The  Computer  Place’s  MediSoft 
product  and  Medical  Manager,  sold  by 
Systems  Plus,  Inc.  In  the  electronic  claims 
processing  market,  principal  competitors 
include  Envoy  Corporation  and  Electronic 
Data  Systems. 

Payment  Systems — Principal  competition 
comes  from  First  Data  Corporation  (which 
acquired  First  Financial  Management 
Services)  and  Card  Establishment  Services, 
Inc. 

Information  Systems  and  Services — 
Competition  comes  from  systems  operated 
in-house  by  banks,  from  systems  offered  by 
other  third  parties  and  from  methods 
traditionally  used  by  companies  to  report 
and  compile  bank  deposits. 
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COMPANY  PROFILE 


NATIONAL  DISTRIBUTOR 
SYSTEMS,  INC. 

959  Main  Street 
Stratford,  CT  06497 
Phone:  (203)378-6010 
Fax:  (203)377-5585 


John  Hillgen,  President  and  CEO 
Private  Company 
Total  Employees:  10 
Total  Revenue,  Fiscal  Year  End 
12/31/91:  $3,500,000 


The  Company  National  Distributor  Systems,  Inc.  (NDS),  founded  in  1982,  provides 

the  CONTROL™  family  of  minicomputer-based  turnkey  systems 
and  professional  services  exclusively  for  the  wholesale  food 
distribution  industry. 

Total  1991  revenue  reached  $3.5  million,  a 16%  increase  over  1990 
revenue  of  $3  million.  A three-year  revenue  summary  follows: 


NATIONAL  DISTRIBUTOR  SYSTEMS,  INC. 
THREE-YEAR  REVENUE  SUMMARY 
($  millions) 


FISCAL  YEAR 

ITEM 

1991 

1990 

1989 

Revenue 

• Percent  increase 

$3.5 

$3.0 

$3.2 

(decrease)  from 
previous  year 

16% 

(7%) 

N/A 

NDS  management  attributes  the  increases  in  revenue  to  a steady 
increase  in  both  sales  of  new  equipment  and  annual  support 
contracts,  and  to  maintenance  of  high  customer  satisfaction  with 
previous  support  contracts. 

As  of  December  31,  1991,  NDS  had  approximately  10  employees, 
segmented  as  follows: 


Marketing  and  sales  1 

Customer  support  6 

Research  and  development  1 

Computer  operations  1 

General  and  administrative  1 


10 
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Key  Products  and 
Services 


NDS'  major  competitor  is  IBM. 


Approximately  60%  of  NDS'  1991  revenue  was  derived  from 
turnkey  systems,  and  the  remaining  40%  from  professional  services. 
This  revenue  breakdown  was  basically  the  same  for  1990  and  1989. 

• Approximately  50%  of  1991  revenue  for  turnkey  systems  was 
derived  from  equipment,  and  the  remaining  50%  from  packaged 
software. 

• Approximately  20%  of  1991  revenue  for  professional  services 
was  derived  from  education  and  training,  and  the  remaining  80% 
from  software  development.  All  of  this  revenue  was  derived 
from  the  wholesale  distribution  industry. 

CONTROL™,  introduced  in  1975,  is  NDS'  integrated  turnkey 
system  that  is  designed  for  wholesale  food  distributors.  CONTROL 
systems  are  modularly  designed  and  operate  on  DEC  PDP-11  series 
minicomputers  running  the  CTS  300  operating  system  and  DEC 
VAX  series  minicomputers  running  the  VMS  operating  system. 

There  are  currently  more  than  200  CONTROL  turnkey  system 
installations. 

• CONTROL  system  modules  include  the  following: 

- The  Order  Processing  System  is  the  foundation  of 
CONTROL.  System  capabilities  include  accounts  receivable, 
invoicing,  inventory  control,  order  entry,  picking,  pricing,  and 
purchasing;  sales  commissions  and  analysis;  and 
transportation  routing. 

Optional  order-processing  modules  include  salesperson 
remote  order  entry  and  parametized  bid  system. 

- The  Manufacturing-Bill  of  Materials  System,  introduced  in 
1988,  is  designed  for  food  manufacturers/processors  as  a front 
end  for  the  Order  Processing  System.  It  allows  manufacturers 
to  project  their  materials  requirements,  receive  raw  inventory, 
and  update  finished  goods. 

The  Manufacturing-Bill  of  Materials  System  is  priced  at 
$15,000,  including  installation  and  training.  The  system 
currently  has  four  installations  in  the  U.S. 

- The  Accounts  Payable  System  monitors  and  controls  incoming 
vendor  invoices,  liability  and  discounts,  check  and  voucher 
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preparation,  expense  and  vendor  analysis,  and  maintains 
historical  data  with  optional  check  reconciliation  and  detailed 
vendor  payment  history.  The  system  can  support  up  to  nine 
different  companies  and  can  be  integrated  with  the  General 
Ledger  System. 

- The  Payroll  System  provides  automatic  gross-to-net 
preparation  of  payroll  checks  and  earnings  stubs  for  up  to  nine 
companies.  The  system  can  be  integrated  with  the  General 
Ledger  System. 

- The  General  Ledger  System  provides  financial  reporting  on  a 
departmental,  consolidated,  summary,  budgeted,  or 
comparative  basis.  Up  to  nine  companies  can  be  supported, 
and  the  system  interfaces  with  Payroll,  Accounts  Payable,  and 
Order  Processing. 

- The  Vehicle  Cost  and  Maintenance  Scheduling  System  is  a 
standalone  software  module  designed  to  inform  the  user  when 
vehicles  are  due  for  scheduled  maintenance  and  to  capture 
costs  by  repair  codes  and  vehicles. 

The  system  is  built  around  four  information  files,  including 
Vehicle  Master,  Repair  Master,  Preventive  Maintenance 
Master,  and  Repair  History. 

- There  are  approxiamtely  20  other  optional  system  modules 
available. 

CONTROL  software  prices  include  installation  and  training.  The 
Order  Processing  System  price  ranges  from  $15,000  to  $35,000. 
Accounts  Payable,  Payroll,  General  Ledger,  and  Vehicle  Cost  and 
Maintenance  Scheduling  are  priced  at  $2,000  each.  Maintenance 
fees  range  from  $2,800  to  $4,700  annually.  There  are  over  200 
systems  currently  installed. 

The  CONTROL  turnkey  system  software  is  based  on  DIBOL 
source  code.  It  operates  on  DEC  PDP-11  computer  systems 
running  under  CTS-300  OS  as  well  as  DEC  VAX  computer  systems 
running  under  VMS  OS. 

PC  INTERFACE  TO  CONTROL™,  introduced  in  1988,  allows 
CONTROL  users  to  access,  download,  and  manipulate 
minicomputer-based  data  from  a PC  using  off-the-shelf  commercial 
microcomputer  applications  software.  Compatible  PC  software 
categories  include  spreadsheets,  desktop  publishing,  word 
processing,  and  others. 
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• RoadNet™,  a UPS  proprietary  routing  system  application,  is  a 
compatible  PC  application. 

■ PC  INTERFACE  TO  CONTROL  runs  on  IBM  and  compatible 
PCs  and  ranges  in  price  from  $500  to  $2,000.  There  are  currently 
150  installations  in  the  U.S. 

Industry  Markets 

Virtually  100%  of  NDS'  1991  revenue  was  derived  from  the 
wholesale  distribution  industry,  primarily  from  food,  tobacco  and 
candy,  and  paper  distributors. 

Geographic 

Markets 

One  hundred  percent  of  NDS'  1991  revenue  was  derived  from  the 
U.S. 

Computer 
Hardware  and 
Software 

NDS  has  the  following  computers  installed  at  its  data  center  in 
Stratford  (CT)  in  support  of  its  services  and  products: 

• 3 DEC  PDP-lls,  CTS-300 
■ 2DECVAXs,  VMS 

• 1 IBM  PC,  IBM  DOS 
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NATIONAL  EDUCATION  TRAINING 
GROUP,  INC. 


President: 

Status: 

Parent: 


J.W.  Cwiertnia 
Subsidiary 
National  Education 
Corporation 
1 ,400* 
$125,000,000* 
12/31/91 


1751  West  Ideal  Road 


Naperville,  IL  60563-9099 


Phone:  (708)369-3000 
Fax:  (708)  983-4863 


Total  Employees: 
Total  Revenue: 
Fiscal  Year  End: 


* INPUT  estimate 


Key  Points 


National  Education  Training  Group  (NETG)  considers  itself  to  be 
the  largest  dedicated  education  and  training  provider  for 
information  processing,  technology  management,  end-user 
computing,  and  human  resource  development  topics  to  corporate, 
industrial,  and  government  clients  worldwide. 

NETG  plans  to  take  advantage  of  the  increased  demand  for  training 
and  education  worldwide,  which  is  being  driven  by  the  impact  of  new 
technologies. 

In  April  1991,  NETG  formed  a joint  venture  with  James  Martin- 
called  James  Martin  Insight,  Inc.-to  develop  and  market  training 
products  and  services  to  information  systems  professionals  and 
computer  users  to  help  organizations  exploit  new  technology 
opportunities. 

During  1991,  NETG  organized  its  operations  into  five  distinct  units, 
each  targeting  one  of  NETG's  primary  markets. 

In  January  1992,  NETG  began  offering  new  training  contracts  to  its 
customers-called  Access  Agreements-that  provide  increased 
flexibility  of  product  use,  simplified  contract  administration,  and 
more  favorable  pricing  for  incremental  volume. 
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Company 

Description 


NETG  provides  media-based  training  materials  to  the  corporate, 
industrial,  and  government  marketplaces  worldwide. 

• NETG  offers  more  than  5,000  course  units  that  deliver  over  10,000 
hours  of  instruction. 

• As  a leading  provider  of  interactive  training  products,  NETG  offers 
over  600  course  units  of  interactive  courseware,  which  deliver 
approximately  2,000  hours  of  instruction. 

During  1991,  NETG  organized  its  business  into  five  distinct  operating 
entities: 

• DELTAK,  headquartered  in  Naperville,  provides  training  products 
for  information  systems  professionals. 

• HR  Skills  Division,  headquartered  in  Naperville,  provides  training 
products  for  human  resource  training. 

• Industrial  Skills  Division,  headquartered  in  Scranton  (PA),  provides 
training  products  for  the  manufacturing  environment. 

• James  Martin  Insight,  Inc.,  headquartered  in  Naperville,  develops 
new  training  and  information  products  on  advanced  information 
technologies. 

• Spectrum  Division,  headquartered  in  Bedford  (MA),  provides 
custom  training  development  services. 

• NETG  operates  worldwide  through  its  Applied  Learning 
International  division,  which  is  headquartered  near  London  and  has 
representation  in  over  32  countries  throughout  Europe  and  Asia. 

NETG's  parent,  National  Education  Corporation  (NEC),  was 
established  in  1954  and  claims  to  be  the  world's  largest  provider  of 
training  and  education  to  individuals,  businesses,  and  governments. 

• Headquartered  in  Irvine  (CA),  NEC  has  a total  of  over  4,200 
employees  worldwide  and  generated  1991  revenue  of  $385.4  million. 

• In  addition  to  NETG,  NEC's  operations  include:  National 
Education  Centers  (50  vocational  and  technical  schools), 
International  Correspondence  Schools  (independent  study  courses), 
and  Steck-Vaughn  Company  (publisher  of  soft  cover  educational 
materials). 
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Company 

History 

NETG  was  formed  in  December  1987  as  Applied  Learning 
International  (ALI)  with  the  merger  of  the  DELTAK  Training 
Corporation  and  Advanced  Systems,  Inc. 

• DELTAK  was  acquired  by  NEC  in  May  1986. 

• Advanced  Systems  was  acquired  by  NEC  in  December  1987  in  a 
pooling-of-interests  transaction.  NEC  exchanged  1.625  shares  of  its 
common  stock  for  each  share  of  Advanced  Systems'  common  stock, 
for  a total  of  approximately  9.5  million  shares.  Advanced  Systems 
had  revenue  of  about  $83.5  million  for  calendar  1987. 

In  October  1988,  ALI  announced  the  formation  of  the  Management 
Skills  Division  (now  called  the  HR  Skills  Division),  providing  training 
in  management  skills  and  other  human  resource  topics. 

In  April  1991,  NETG  and  James  Martin  formed  James  Martin  Insight. 

In  July  1991,  Applied  Learning  International  changed  its  name  to 
National  Education  Training  Group. 

Financials 

INPUT  estimates  NETG's  1991  revenue  was  $125  million,  down  slightly 
from  1990  revenue. 

• Revenue  declines  were  attributed  to  lower  custom  development 
revenues  at  Spectrum  which  resulted  from  the  downsizing  of 
Spectrum  operations  in  1990. 

• NETG  operating  results  improved  significantly  during  1991  because 
of  reductions  in  course  service  costs  from  continued  cost  control  and 
decreased  selling  expenses  for  Spectrum  and  international 
operations. 

Competitors 

NETG's  primary  competitors  include  Skill  Dynamics  (an  Atlanta-based 
unit  of  IBM)  and  Scientific  Research  Associates  (Chicago). 

Key  Products  and 
Services 

One  hundred  percent  of  NETG's  revenue  is  derived  from  its 
educational  course  products  and  services.  A summary  of  NETG's 
product  areas  is  shown  in  the  exhibit. 

NETG  markets  courses  it  produces  internally  and  courses  it  acquires 
from  outside  sources.  Data  processing  and  manufacturing  courses  are 
generally  produced  internally. 
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EXHIBIT 

NATIONAL  EDUCATION  TRAINING  GROUP 
KEY  PRODUCT  AREAS 


PRODUCT  AREA 

PRODUCT  AREA 

Information  Technology 

Industrial  Competitiveness 

- Desktop  Computing 

- Electrical  and  Electronics 

- Computing  Fundamentals 

- Mechanical  Maintenance 

- Strategic  Uses  of  Computing 

- Machine  Technologies  and  Building 

- Information  Engineering 

Trades 

- CASE  and  l-CASE  Methodologies 

- Utilities  Industry 

- Artificial  Intelligence  and  Expert  Systems 

- Analysis  Techniques  and  Methods 

- Systems  Analysis  and  Design 

- Manufacturing  Technologies  and  Strategies 

- Client/Server  Computing 

- Apprenticeship 

- MVS,  VM 

- Networking 

- CICS 

Human  Resource  Development 

- System  Application  Architecture  (SAA) 

- Connectivity  Architectures 

- Communication  Skills 

- IMS 

- Personal  and  Interpersonal  Effectiveness 

- Relational  DBMS,  DB2,  and  SQL 

- Supervisory  Fundamentals 

- Managing  Strategic  and  Mission 

- Interviewing  Techniques 

Critical  Systems 

- Problem  Solving  and  Decision  Making 

- Application  Development 

- Business  Management  Skills 

- Programming  Languages 

- Leadership  Skills 

- Fourth  Generation  Languages 

- Managing  Change 

- Midrange  Computing,  including  DEC,  AS/400 

- Building  Teams 

- Object-Oriented  Technologies 

- Reading  and  Math  Literacy 

- EDI 

- Instilling  Total  Quality 

- Repository-based  Development 

- Cooperative  Processing 

- Image  Processing 

- Reusability 

- Re-Engineering 

- UNIX,  Open  Systems 

- Change  Management 

- Business  Systems  Design 
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NETG's  training  delivery  modes  include  videotape,  computer-based 
training  (CBT),  interactive  video  instruction  (IVI),  compact  disc  (CD 
ROM),  and  instructor-led  training. 

• CBT  programs  reside  on  NETG's  mainframe  CBT  library. 

Customers  can  distribute  CBT  through  worldwide  networks  and 
training  may  be  accessed  simultaneously  by  students  in  multiple 
locations. 

• NETG  also  offers  a smaller  number  of  PC  CBT  courses  for  IBM  and 
compatible  PCs. 

Effective  January  1,  1992,  NETG  began  marketing  its  training  products 
to  new  and  renewing  clients  primarily  through  Access  Agreements, 
under  which  clients  pay  an  annual  licensing  fee  to  access  course  units 
from  the  NETG  library  during  the  term  of  the  agreement.  NETG  also 
charges  a service  fee  for  each  course  unit  accessed  by  a client. 

• Prior  to  1992,  NETG  clients  purchased  a specified  number  of  units 
of  training,  often  for  multiyear  terms,  with  charges  based  on  monthly 
product  usage. 

DELTAK- 

DELTAK's  courses  for  the  information  processing  professional  market, 
which  comprise  the  majority  of  NETG's  course  products,  include 
offerings  in  computer  operator  training,  systems  analyst  training,  data 
base  and  data  communications,  network  and  distributed  processing, 
data  processing  auditing  and  controls,  and  data  processing 
management. 

Many  DELTAK  courses  have  been  translated  into  foreign  languages. 

Product  offerings  also  include  training  materials  for  the  PC/end-user 
market  to  improve  the  use  by  organizations  of  PC  applications 
software. 

Industrial  Skills  Division: 

Courses  offered  through  this  division  are  directed  toward  the 
manufacturing  market  and  emphasize  a computerized  approach  to 
controlling  the  manufacturing  operations  of  a company,  including 
computer-integrated  manufacturing,  MRP,  and  MRP  II,  JIT,  and  TQC. 

Courses  are  available  from  basic  to  advanced  skill  levels  in  such  areas 
as  electronic,  automotive,  diesel  and  machine  technologies, 
construction  trades,  industrial  maintenance,  and  basic  industrial  skills. 
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HR  Skills  Division: 

This  division  offers  courses  for  a range  of  human  resource  development 
topics  including  management,  sales,  finance,  and  personal  development 

James  Martin  Insight  (JMI): 

JMI  develops  new  training  and  information  products  to  help 
information  systems  professionals  and  technology  managers  retool  for 
rapidly  changing  information  technologies. 

• Users  of  these  programs  learn  about  the  newest  methodologies  that 
result  in  productivity  gains  and  other  advantages  that  are  associated 
with  strategically  implementing  computer  technologies. 

• JMI  is  developing  products  focusing  on  such  topics  as  computer- 
aided  software  engineering  (CASE);  downsizing  of  mainframes  to 
client/server  computing;  development  techniques  for  systems 
designers,  analysts,  and  programmers;  and  systems  re-engineering. 

Spectrum  Division: 

This  division  uses  its  research  and  development  capabilities  in  such 
areas  as  CD  ROM,  digital  audio,  imaging,  and  networking  software  to 
develop  performance-based  training  systems  for  clients  whose  specific 
training  needs  cannot  be  met  through  the  use  of  NETG's  existing 
library  of  training  courses. 

Spectrum  markets  its  customer  training  products  and  services  through 
its  own  sales  and  marketing  and  project  management  staff. 

Custom  training  projects  generally  begin  with  a contract  to  provide 
training  needs  analysis  and  culminate  in  a multiphased  contract  to 
develop  and  maintain  a customized  training  application. 

Industry  Markets 

NETG  derives  100%  of  revenue  from  training  and  education  to  cross- 
industry markets. 

NETG  serves  more  than  7,000  clients  in  business  and  government, 
including  over  90%  of  the  Fortune  500  companies. 

Geographic 

Markets 

Approximately  70%  of  NETG's  1991  revenue  was  derived  from  the 
U.S.,  6%  from  Canada,  and  24%  from  other  international  sources. 
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NETG's  sales  activities  are  conducted  primarily  through  a network  of 
more  than  70  sales  offices  located  in  the  U.S.,  Canada,  the  U.K., 
Germany,  and  other  countries.  The  company  has  clients  in  32 
countries. 

• NETG  operates  39  offices  across  the  U.S.  from  its  headquarters  in 
Naperville  (IL). 

• NETG  operates  six  Canadian  offices  from  headquarters  in 
Mississauga  (Ontario). 

• Over  30  other  international  offices  in  Europe  and  Asia  are  managed 
from  headquarters  near  London. 

Production  and  distribution  centers  are  located  in  Chicago,  Toronto, 
Stockholm,  London,  Hong  Kong,  Tokyo,  Dusseldorf,  Amsterdam, 
Sidney,  Manila,  and  New  Delhi. 

Computer 

Hardware 

C 

NETG  has  various  IBM  mainframes  and  microcomputers  installed  at 
its  Naperville  offices  in  support  of  its  products  and  services. 
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A Publication  from  INPUT’S  Vendor  Analysis  Program  - U.S. 


December  1996 

NCR  Corporation 


Chairman  & CEO:  Lars  Nyberg 

1700  South  Patterson  Boulevard 
Dayton,  OH  45479 

Phone:  (513)445-5000 

Internet:  http://www.ncr.com 


Status:  Public 

Employees:  37,900(11/96) 

Revenue:  $8,162,000,000 

Fiscal  Year  End:  12/31/95 


Key  Points 

• The  goal  of  NCR  (formerly  AT&T  Global 
Information  Solutions)  is  to  be  a world-class 
provider  of  commercial,  open  computing 
systems  for  high-availability  transaction 
processing  and  scalable  data  warehousing 
solutions  to  customers  in  all  industries,  as 
well  as  using  its  expertise  to  provide  IT 
solutions  to  the  retail,  financial,  and 
communications  industries. 

• In  September  1995,  NCR  announced  a 
restructuring  with  the  goal  of  creating  a 
more  focused  and  efficient  business.  Among 
other  considerations,  the  plan  included 


structuring  the  company  along  five 
functional  groups  and  focusing  on  its  three 
industry  areas  of  expertise — retail, 
financial,  and  communications. 

• After  posting  a $29  million  operating  profit 
in  the  third  quarter  of  1996,  NCR  is  showing 
a year-to-date  operating  profit  of  $3  million, 
which  is  $589  million  better  than  the  same 
period  last  year. 

• In  January  1996,  the  company  changed  its 
name  back  to  NCR  Corporation  in 
anticipation  of  being  spun  off  to  AT&T 
shareholders  by  January  1997  as  an 
independent,  publicly  traded  company. 

• In  September  1996,  NCR  filed  a preliminary 
stock  registration  with  the  Securities  and 
Exchange  Commission  covering  AT&T’s 
planned  spin-off  of  NCR. 
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Company  Description 

NCR  provides  a range  of  computer  systems 
and  products;  associated 
maintenance/support;  and  consulting, 
engineering,  integration,  and  implementation 
professional  services  to  clients  worldwide. 

• NCR’s  goal  is  to  be  a world-class  provider  of 
commercial,  open  computing  systems  for 
high-availability  transaction  processing  and 
scalable  data  warehousing  solutions  to 
customers  in  all  industries. 

• NCR  also  seeks  to  take  advantage  of  its 
expertise  and  market  presence  in  the  retail, 
financial,  and  communications  industries  to 
provide  specific  information  technology 
solutions  to  customers  in  these  targeted 
industries. 

• NCR’s  systems  and  solutions  are  supported 
by  its  Customer  Support  Services  and 
Professional  Services  offerings,  and  its 
Systemedia  business,  which  develops, 
produces,  and  markets  a complete  line  of 
consumable  and  media  products. 

NCR’s  offerings  cover  a range  of  its  customers’ 
IT  needs,  including: 

• Consumers’  interaction  and  data  collection, 
with  products  including  point-of-sale 
workstations,  bar-code  scanning  equipment, 
and  self-service  devices  such  as  ATMs 

• Data  processing,  with  NCR’s  high- 
availability  transaction  processing  solutions 

• Data  storage,  manipulation,  and  usage,  with 
NCR’s  Teradata  relational  database 
management  system  and  scalable  data 
warehousing  offerings 

• NCR’s  computing  platforms  and  associated 
products  span  midrange  servers,  massively 
parallel  processing  computer  systems, 


computer  network  servers  and  software 
systems,  imaging  and  payment  systems, 
workstations  and  peripherals,  business 
forms,  ink  ribbons,  customized  paper  rolls, 
and  other  consumable  supplies  and 
processing  media. 

• NCR’s  Worldwide  Customer  Support 
Services  and  Professional  Services  include 
hardware  maintenance,  software 
maintenance,  data  warehousing  service 
offerings,  end-to-end  networking  service  and 
design,  and  the  implementation,  integration, 
and  support  of  complex  solutions. 

NCR  has  operated  as  a wholly  owned 
subsidiary  of  AT&T  since  September  1991. 

• Pursuant  to  a restructuring  announced  by 
AT&T  in  September  1995,  AT&T  has  split 
into  three  separate  companies:  NCR, 

Lucent  Technologies,  and  the  continuing 
AT&T.  Earlier  this  year,  Lucent  was 
separated  from  AT&T  through  a public 
offering  of  Lucent  common  stock. 

• NCR  is  expected  to  be  spun  off  as  a separate 
public  company  by  the  end  of  1996,  with 
AT&T  shareholders  receiving  one  share  of 
NCR  common  stock  for  each  16  shares  of 
AT&T  common  stock.  No  holder  of  AT&T 
common  stock  will  be  required  to  make  any 
payments  or  surrender  any  shares  of  AT&T 
common  stock  in  connection  with  this  tax- 
free  distribution. 

• Subsequent  to  the  spin-off,  NCR’s  shares 
will  be  traded  on  the  New  York  Stock 
Exchange. 

The  series  of  changes  to  NCR’s  business 
strategy  and  management  model  initiated 
during  1993  (including  targeting  four 
additional  industries  in  which  the  company 
did  not  have  significant  prior  presence  and 
implementing  a complex  matrix  management 
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organization)  did  not  work  as  planned.  NCR 
recorded  significant  losses  and  declining 
revenue  in  several  of  its  traditionally  strong 
markets. 

In  June  1995,  Lars  Nyberg  was  hired  as  CEO 
to  assess  the  NCR  business,  to  prepare  a 
turnaround  plan,  and  to  restore  the  company 
to  competitive  levels  of  profitability. 

In  September  1995,  NCR  announced  a 
restructuring  of  the  company  with  a goal  of 
creating  a more  focused  and  efficient  business 
based  on  five  key  initiatives:  focus, 
accountability,  expense  level  reduction, 
process  improvements,  and  a sense  of 
urgency. 

• Focus — A key  component  of  NCR’s  recovery 
strategy  was  to  focus  the  company  on  its 
areas  of  strength.  Specifically,  the  company: 

- Reduced  its  focus  from  six  industries  to 
three  (retail,  financial,  and 
communications) 

- Exited  the  PC  manufacturing  business 
and  eliminated  sales  of  PCs  through  high- 
volume  indirect  channels  and  set  up  an 
OEM  arrangement  to  source  a 
significantly  reduced  volume  of  PCs 
primarily  sold  as  part  of  a total  solution  in 
the  areas  of  financial  branch  automation 
or  point-of-sale  systems 

- Targeted  midrange  to  large  systems  in  its 
computer  business,  specifically  focusing  on 
solutions  such  as  scalable  data 
warehousing  and  high-availability 
transaction  processing  to  clients  across 
industries 

- Targeted  the  Customer  Support  Services 
and  Professional  Services  businesses  as 
areas  of  further  investment  and 


incorporated  them  into  the  offerings  of 
other  business  units 

• Accountability — A revised  business 
management  model  was  implemented  as 
part  of  the  recovery  plan. 

- Five  business  units  were  put  in  place  and 
given  full  accountability  to  determine  the 
strategy  for  their  offerings  and  industries, 
develop  the  marketing  and  product 
programs  required  by  NCR  customers  and 
the  company’s  sales  force,  and  determine 
overall  resource  allocations. 

- The  three  geographic  sales  regions  were 
given  responsibility  for  executing  the 
strategies  developed  by  the  business  units 
and  managing  the  sales  and  service 
activities  in  their  respective  locations. 

• Expense  Level  Reduction — A significant 
reduced  expense  structure  was  designed  and 
implemented.  The  plan  includes 
consolidating  facilities  globally;  reducing  the 
number  of  employees  (including  contractors) 
by  approximately  8,500;  and  reducing 
selling,  general,  and  administrative 
expenses. 

• Process  Improvements — NCR  has 
implemented  process  improvement 
initiatives  to  address  structural  issues 
within  the  company,  including  a revised 
sales  process  focusing  on  solutions  to 
customers’  problems,  increased  sales 
productivity,  and  improved  focus  on 
customers;  revised  support  services 
processes;  and  modified  pricing  processes 
and  compensation  plans. 

• Sense  of  Urgency — NCR  has  set  an  objective 
of  break-even  operating  results  in  1996,  as 
compared  to  the  operating  loss  (excluding 
restructuring  and  other  charges)  of  $722 
million  in  1995.  This  plan  helps  to  focus  the 
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entire  organization  on  the  magnitude  of 
improvement  required. 

Organization  and  Structure 

NCR’s  Leadership  Team,  which  sets  the 
vision,  mission,  and  direction  for  the  company, 
is  summarized  below: 


NCR  Leadership  Team 


Name 

Title 

Lars  Nyberg 

Chairman  and  CEO 

Bill  Eisenman 

Computer  Systems  Group 

Bob  Carpenter 

Worldwide  Services 

Tony  Fano 

Retail  Systems  Group 

Per-Olof  Loof 

Financial  Services  Group 

Dan  Enneking 

Systemedia  Group 

Ray  Carlin 

The  Americas  Region 

Hideh  Takahashi 

Asia/Pacific  Region 

Jose  Luis  Solla 

Europe  & Middle  East/Africa 
Region 

Rob  Davis 

Global  Quality 

John  Giering 

Global  Human  Resources 
and  Corporate  Strategy 

Jon  Hoak 

Law  Department 

Mike  Tarpey 

Public  Relations 

Dennis  Roberson 

Technology 

Alice  Lusk 

Worldwide  Professional 
Services  and  IS  Operations 

NCR  is  currently  organized  into  five  business 
units  that  work  with  one  another  in  a matrix 
environment  that  balances  product  and 
industry  responsibilities. 

• The  Computer  Systems  Group  provides 
computer  systems  and  software.  Its 
Communications  Industry  Business  unit 
provides  data  warehouse  and  decision 
support  solutions  to  the  telecommunications 
industry. 


• The  Retail  Systems  Group  provides  end-to- 
end  solutions  for  the  food,  general 
merchandise,  and  hospitality  segments. 

• The  Financial  Systems  Group  provides 
financial  delivery  systems,  relationship 
banking  data  warehousing  solutions,  and 
payment  systems/item  processing  to  the 
financial  services  industry. 

• Worldwide  Services  provides  customer 
support,  systems  integration,  and 
professional  services.  NCR  has  announced 
plans  to  divide  the  current  Worldwide 
Services  organization  into  two  business 
units,  and  to  combine  NCR’s  internal 
information  systems  organization  with  the 
Professional  Services  business.  This  will 
create  a sixth  business  unit,  Professional 
Services  and  Information  Systems,  some 
time  in  early  1997. 

• The  Systemedia  Group  provides  consumable 
and  media  products  for  information 
systems. 

Each  business  unit  works  closely  with  NCR’s 
three  regional  sales  groups — Americas, 
Europe/Middle  East/Africa,  and  Asia/Pacific. 

NCR  currently  has  1,100  offices  and  31 
development  and  manufacturing  locations  in 
more  than  130  countries. 

Company  Strategy 

NCR  management  believes  that  the  actions 
taken  since  September  1995  were  only  the 
first  steps  in  NCR’s  business  turnaround  plan 
NCR’s  current  business  plan  for  revenue 
growth  focuses  on  three  basic  components: 

The  Level  of  Resources  To  Be  Deployed 

NCR  is  aiming  for  relatively  flat  headcount 
levels  and  modest  expense  growth  over  the 
next  five  years.  With  the  curi'ent  headcount 
level,  NCR’s  objective  is  generally  to  reduce 
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the  headcount  dedicated  to  overhead  functions 
and  increase  headcount  in  areas  that  directly 
support  the  development,  sale,  and  delivery  of 
products,  services,  systems,  and  solutions  to 
NCR’s  customers. 

NCR  will  continue  to  make  investments  in 
research  and  development  in  product  and 
service  areas  that  allow  the  company  to 
remain  competitive. 

The  Processes  Through  Which  the  Company 
Manages  the  Business 

NCR  intends  to  continue  to  invest  in 
improving  the  core  operational  processes  that 
support  the  business. 

Specific  activities  have  begun  and  are  in  the 
deployment  phase  to  improve  two 
fundamental  company  processes — the 
worldwide  sales  process  and  the  support 
services  process — to  drive  continued 
productivity  improvements  over  the  next 
several  years. 

The  Market  Opportunities  To  Be  Pursued 

NCR  is  focusing  on  increasing  revenue  by 
taking  advantage  of  opportunities  created  by 
three  trends:  rising  consumer  prominence, 
business  globalization,  and  continuing 
advances  in  information  technology. 

NCR  expects  that  increasing  demands  by 
individuals  for  information  will  require  an 
expanding  supply  of  relevant  data  for 
businesses  that  serve  and  conduct 
transactions  with  consumers.  NCR  believes 
that  the  retail,  financial,  and  communications 
industries  can  productively  leverage 
information  technology  to  better  serve 
consumers  and  offer  new  products. 

• NCR’s  experience  and  presence  in  all 
regions  of  the  world  can  provide  customers 


entering  into  global  markets  with  market 
understanding  and  organizational 
knowledge. 

• NCR  is  focusing  on  helping  its  customers 
apply  information  technology  to  address 
their  critical  business  issues.  NCR’s 
offerings  are  targeted  both  at  the  point  of 
transaction  (such  as  point  of  sale,  point  of 
financial  exchange,  or  point  of  access)  and  at 
the  point  of  storage  and  retrieval  of  large 
volumes  of  data  from  transaction  systems  or 
other  operational  systems. 

• NCR  expects  to  shift  its  primary  focus  from 
delivering  hardware  products  to  providing 
solutions,  including  systems,  software, 
services,  and  supplies. 

• NCR  management  believes  that 
opportunities  exist  to  increase  revenues  in 
all  its  businesses  at  competitive  rates  over 
the  next  few  years  in  the  three  key  industry 
segments  targeted  and  in  the  scalable  data 
warehousing  and  high-availability 
transaction  processing  areas. 

Go-to-Market  Strategy 

Key  market  areas  NCR  intends  to  continue  to 

develop  include: 

• Retail,  financial,  and  communications 
vertical  markets 

• Cross-industry  scalable  data  warehousing 

• Cross-industry  high-availability  transaction 
processing 

Financials 

NCR’s  1995  revenue  was  $8.16  billion,  a 4% 

decrease  from  $8.46  billion. 

A five-year  financial  summary  is  shown  on  the 

following  page. 
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NCR  Corporation 
Five-Year  Financial  Summary 
($  Millions,  except  per-share  data) 


Fiscal  Year 

Item 

1995 

1994 

1993 

1992 

1991 

Revenue 

$8,162 

$8,461 

$7,265 

$7,139 

$7,246 

• Percent  change  from 
previous  year 

(4%) 

(a) 

16% 

2% 

(1%) 

N/A 

Income  (loss)  before  taxes 

$(2,416) 

$(16) 

$(280) 

$255 

$104 

• Percent  change  from 
previous  year 

(b) 

★ 

94% 

210% 

145% 

N/A 

Net  income  (loss) 

$(2,280) 

$(203) 

$(1,287) 

$98 

$(283) 

• Percent  change  from 
previous  year 

(891%) 

84% 

* 

135% 

N/A 

* Percent  change  exceeds  1 ,000%. 

(a)  Includes  an  additional  month  of  international  revenue  of  $223  million  due  to  a change  in  the  fiscal  year  end 


of  NCR’s  international  operations  from  November  30  to  December  31. 

(b)  Includes  approximately  $1 .65  billion  ($1.4  billion  after  taxes)  of  restructuring  and  other  charges  after  taxes. 


Net  losses  for  1995  include  $1.65  billion 
($1.4  billion  after  taxes)  of  restructuring  and 
other  charges.  Excluding  these  charges,  the 
net  loss  for  1995  was  $865  million. 

Revenue  Analysis  by  Product / Service 
A three-year  summary  of  source  of  revenue, 
as  provided  by  NCR,  is  shown  on  the 
following  page. 

Results  for  1995  were  attributed  to  the 
following: 

• Revenue  from  retail  products  in  1995  was 
basically  flat  compared  with  1994. 
Increased  revenue  from  retail  bar-code 
scanner  products  to  customers  in  the 
Europe/Middle  East/Africa  and 
Asia/Pacific  geographic  regions  offset  a 
decline  in  the  U.S. 

• Revenue  from  financial  products  in  1995 
was  basically  flat  compared  with  1994. 
Declines  in  ATM  revenue  principally  in 


the  U.S.  were  offset  by  increases  in  sales 
to  customers  in  international  geographic 
regions. 

• Revenue  from  computer  products 
decreased  12%  during  1995,  primarily  due 
to  a decline  in  large  server  revenue  in  the 
U.S.  resulting  from  a delay  in  transferring 
customers  from  the  3600  product  family  to 
the  new  WorldMark  product  family. 

• Revenue  from  client/entry-level  server 
products  increased  5%  during  1995.  This 
growth  rate  was  significantly  below  that  of 
the  prior  year  as  a result  of  the 
implementation  of  the  September  1995 
decision  to  phase  out  the  sales  of  these 
products  through  high-volume  indirect 
channels. 
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NCR  Corporation 

Three-Year  Source  of  Revenue  Summary 

($  Millions) 


Fiscal  Year 

1995 

1994 

1993 

Product/Service 

Revenue 

$ 

Percent  of 
Total 

Revenue 

$ 

Percent  of 
Total 

Revenue 

$ 

Percent  of 
Total 

Retail  Systems  Group 
- Retail  products 

$424 

5% 

$422 

5% 

$481 

7% 

Financial  Systems  Group 
- Financial  products 

1,026 

13% 

1,037 

12% 

972 

13% 

Computer  Systems  Group 
- Computer  products 

1,078 

13% 

1,219 

14% 

1,392 

19% 

- Client/entry-level  server  products 

1,724 

21% 

1,649 

19% 

1,020 

14% 

Worldwide  Services 
- Customer  support  services 

2,174 

27% 

2,074 

25% 

1,808 

25% 

- Professional  services 

638 

8% 

578 

7% 

435 

6% 

- Data  services 

167 

2% 

206 

2% 

214 

3% 

Systemedia  Group 
- Systemedia  products 

577 

7% 

553 

7% 

486 

7% 

Other  (a) 

354 

4% 

723 

9% 

457 

6% 

Total 

$8,162 

100% 

$8,461 

100% 

$7,265 

100% 

(a)  Includes  revenue  from  the  company’s  Microelectronics  components  business,  which  was  sold  in  1995. 


• Revenue  from  services  businesses  grew  4% 
during  1995. 

- The  growth  was  led  by  a 10%  increase  in 
professional  services  revenue  due  to  new 
service  offerings,  including  information 
technology  consulting,  networking, 
scalable  data  warehousing,  and  project 
management. 

- Customer  support  services  growth  of  5% 
also  contributed  to  the  revenue  increase. 
This  growth  was  primarily  due  to 
increased  focus  on  nontraditional 
hardware  maintenance  services,  including 
multivendor  services,  implementation  and 
installation  services,  software  services, 
and  parts  and  cabling. 


- These  increases  were  partially  offset  by  a 
decrease  in  data  services  revenue, 
principally  due  to  a shrinking  customer 
base  for  these  offerings. 

• Sales  of  Systemedia  products  increased  4% 
in  1995  due  to  increases  in  sales  of  custom 
paper  rolls  in  markets  outside  the  U.S.  and 
in  stock  and  fax  paper  products  and  thermal 
transfer  ribbons  in  the  U.S. 

Interim  Results 

Revenue  for  the  nine  months  ending 
September  30,  1996  was  more  than  $4.9 
billion,  compared  to  nearly  $5.9  billion  for  the 
same  period  in  1995.  Operating  profit 
reached  $3  million,  an  improvement  of  $589 
million  from  the  $586  operating  loss 
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(excluding  restructuring  and  other  charges) 

for  the  same  period  a year  ago. 

• Much  of  the  decline  in  revenue  was  due  to  a 
71%  decrease  in  sales  from  client/entry  level 
server  products,  which  NCR  no  longer  sells 
through  volume  channels. 

• Operating  profits  were  attributed  to: 

- Gross  margin  improvements  due  primarily 
to  product  mix  changes 

- Large  year-over-year  reductions  in 
expense  levels 

- NCR  management  expects  future  profit 
improvements  to  come  primarily  from 
revenue  growth  and  continued 
improvements  in  sales  and  services  and 
rentals  gross  margins  and  not  from 
additional  expense  reductions. 

Market  Financials 

NCR’s  target  markets,  by  business  unit,  are 

as  follows: 

• Retail  Systems  Group — The  major  segments 
of  the  retail  industry  served  by  NCR  are 
general  merchandise,  food,  and  hospitality. 

- The  general  merchandise  segment 
includes  department  stores,  specialty 
retailers,  mass  merchandisers,  and  catalog 
stores. 

- The  food  segment  includes  supermarkets, 
hypermarkets,  wholesalers,  and  grocery, 
drug,  and  convenience  stores. 

- The  hospitality  segment  includes  lodging 
(hotel/motel),  fast  food/quick  service,  and 
restaurants. 

• Financial  Systems  Group— NCR  serves  the 
retail  banking  (consumer  banking  services), 


financial  services  (insurance  and  card 
payment  industries),  and  nontraditional 
financial  services  industries.  Financial 
customers  range  from  very  large  to  very 
small  organizations  and  are  located 
throughout  the  world  in  both  established 
and  emerging  markets. 

• Computer  Systems  Group — Although 
focused  on  the  retail,  financial,  and 
communications  industries,  NCR  also 
markets  its  scalable  data  warehousing  and 
high-availability  transaction  processing 
solutions  to  a number  of  industries. 

• Worldwide  Services  Group — The  markets  for 
this  group  are  principally  the  industries 
targeted  by  NCR’s  other  business  units — 
retail  financial  services  and 
communications,  as  well  as  the  range  of 
industries  using  scalable  data  warehousing 
and  high-availability  transaction  processing 
systems. 

• Systemedia  Group — The  major  industr 
segments  targeted  by  this  group  include 
general  merchandise,  food  and  drug, 
hospitality,  financial,  and  consumer  goods 
manufacturing. 

In  recent  years,  NCR’s  largest  customer, 

measured  by  total  revenue,  has  been  AT&T 

and  its  affiliated  companies. 

• Revenue  from  AT&T  and  its  affiliates 
(including  Lucent)  was  approximately  $630 
million  (8%  of  revenue)  in  1995,  $522  million 
(6%  of  revenue)  in  1994,  and  $385  million 
(5%  of  revenue)  in  1993. 

• Revenue  from  these  companies  was 
approximately  $247  million  (8%  of  revenue) 
for  the  six  months  ending  June  30,  1996  and 
$281  million  (7%  of  revenue)  for  the  six 
months  ending  June  30,  1995. 
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• Under  an  AT&T  Volume  Purchase 
agreement  formed  in  mid- 1996,  AT&T  and 
its  affiliates  expect  to  commit  to  purchase 
an  aggregate  of  at  least  $350  million  of 
offerings  from  NCR  for  the  two-year  period 
ending  December  31,  1999. 

• Under  a Lucent  Volume  Purchase 
Agreement,  Lucent  has  committed  to 
purchase  an  aggregate  of  at  least  $150 
million  of  offerings  from  NCR  during  the 


three-year  period  ending  December  31, 

1998. 

Geographic  Markets 

Approximately  44%  of  NCR’s  total  1995 
revenue  was  derived  from  the  U.S.  and  56% 
from  international  sources. 

A three-year  summary  of  geographic  source  of 
revenue  follows: 


NCR  Corporation 

Three-Year  Geographic  Source  of  Revenue  Summary* 

($  Millions) 


Fiscal  Year 

1995 

1994 

1993 

Geographic  Market 

Revenue 

$ 

Percent  of 
Total 

Revenue 

$ 

Percent  of 
Total 

Revenue 

$ 

Percent  of 
Total 

U.S. 

$3,577 

44% 

$4,214 

50% 

$3,645 

50% 

Europe/Middle  East/Africa 

2,551 

31% 

2,375 

28% 

2,055 

28% 

Japan 

1,008 

12% 

905 

11% 

737 

10% 

Asia/Pacific  (excluding  Japan) 

533 

7% 

478 

5% 

361 

5% 

Americas  (excluding  U.S.) 

493 

6% 

489 

6% 

467 

7% 

Total 

$8,162 

100% 

$8,461 

100% 

$7,265 

100% 

* Amounts  do  not  include  intercompany  revenue  and/or  eliminations. 


Approximately  40%  of  NCR’s  $2.98  billion  in 
Worldwide  Services  revenue  was  derived  from 
the  U.S.  and  60%  from  international  sources. 

INPUT  estimates  that  approximately  40%  of 
NCR’s  $638  million  in  professional  services 
and  systems  integration  revenue  was  derived 
from  the  U.S.  and  60%  from  international 
sources. 

Divestitures 

Effective  July  1,  1996,  NCR  divested  its  50% 
equity  interest  in  TransQuest,  a joint  venture 
with  Delta  Air  Lines  that  provides 
information  technology  systems  and  services 
for  key  airline  business  processes  to  Delta  and 


other  airlines.  TransQuest  is  now  a wholly 
owned  subsidiary  of  Delta. 

In  the  first  quarter  of  1995,  NCR  sold  its 
Microelectronics  components  business.  NCR 
recorded  a net  gain  on  the  sale  of  $51  million. 

Employees 

As  of  December  31,  1995,  NCR  had 
approximately  41,100  employees,  down  from 

50.000  at  the  end  of  1994. 

The  company  currently  has  approximately 
37,900  employees,  of  which  approximately 

19.000  are  located  in  the  U.S. 
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NCR’s  Worldwide  Services  organization  has 
approximately  20,000  employees,  segmented 
as  follows: 

Customer  Support  Services 


Americas 

- Customer  engineers 4, 100 

- Service  sales  consultants 200 

International 

- Customer  engineers 9, 100 

- Global  support  systems 

engineers 1.200 


14,600 

Professional  Services 

Americas* — Consultants  1,500 

International — Consultants  3,900 

5,400 

* Includes  the  U.S.,  Canada,  Mexico, 
and  Latin  America 

Customer  support  services  personnel  are  in 
more  than  210  locations  throughout  the 
Americas  and  in  135  countries  worldwide. 

Professional  services  personnel  are  in  more 
than  200  locations  throughout  the  Americas 
and  in  135  countries  worldwide. 

Key  Services 

Worldwide  Services 

Worldwide  Services,  with  1995  revenue  of 
$2.98  billion,  provides  a range  of 
professional/systems  integration  and  customer 
support  services  to  customers  in  more  than 
130  countries. 

Worldwide  Services’  global  strategies  are  to: 

• Deliver  a range  of  services  that  focus  on 
providing  solutions  wdthin  the  retail, 
financial,  and  communications  industries 


• Implement  programs  and  offerings  that 
protect  and  grow  the  profitable  revenue  base 
that  exists  outside  NCR’s  targeted  accounts 

• Continue  to  make  major  investments  in  the 
services  business  and  delivery 
infrastructures 

• Leverage  alliance  partners  to  complement 
NCR  core  service  competencies 

Professional/systems  integration  services 

provided  by  NCR  include  the  following: 

• IT  Consulting  services  include  Customer 
Information  Consulting,  to  show  clients  how 
to  use  customer  information  to  transform 
their  businesses  more  effectively  into 
customer-centered  enterprises;  and  IT 
Architecture  consulting. 

• IT  Integration  and  Implementation  services 
include  application  delivery,  database 
services,  solutions  and  technology  design, 
solutions  integration,  and  staging 
(implementation). 

• IT  Support  services  include  enterprise 
system  support,  help  desk  services, 
multivendor  services,  and  power  protection 
and  cabling. 

• Project  Management  Services  provide  a 
comprehensive  approach  to  project 
management,  combining  certified  project 
managers  with  NCR’s  GlobalPM® 
methodology  to  ensure  that  information 
technology  projects  are  completed  on  time, 
within  budget,  and  according  to  customer 
requirements. 

• Education  Services  provide  learning 
environments  for  acquiring  technology 
knowledge  and  skills  to  increase 
productivity  and  effectiveness. 
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- Educational  services  include  on-the-job 
training;  customized  on-site  programs, 
seminars,  or  workshops;  and  media-based, 
self-paced  learning  from  video,  CD  ROM, 
or  computer-based  training. 

- Instructor-led  courses  are  available  on 
topics  ranging  from  Microsoft  Windows 
NT,  UNIX,  Data  Warehouse,  and  the 
Internet  to  Cisco  Routers,  networks,  and 
LANs. 

- Self-instruction  courses  are  available  in 
client/server,  object  technology,  operating 
systems,  networking,  tools  and 
methodologies,  programming  languages, 
user  interfaces,  databases,  Microsoft 
technologies,  Introduction  to  the  PC, 

Lotus,  and  Microsoft  Office. 

- Consulting  services  topics  include 
Technical  Skill  Assessment  Service, 
Information  Technology  Curriculum  Plan, 
Data  Warehouse  WorldMark  Teradata 
Database,  UNIX,  Networking  & Microsoft 
Technologies,  Internet  Curriculum,  Retail 
Store  Automation  Operations,  Financial 
Branch  Automation,  Financial  ATM 
Installation/Maintenance,  Call  Center 
Education,  Performance  Centered  Design, 
and  Information  Discovery  Workshop. 

- NCR  education  centers  are  in  Somerset 
(NJ),  Atlanta  (GA),  Dayton  (OH),  and  Los 
Angeles  (CA). 

• Key  growth  opportunities  in  professional 
services  are  expected  to  include  customer 
information  consulting,  data  warehousing 
consulting,  information  technology 
architecture  consulting,  network  planning 
and  design,  and  project  management. 

Worldwide  Services  provides  a suite  of 
technology  and  life  cycle  services  to  support 
NCR  customers’  SAP  R/3  installations  and 


complement  the  services  of  the  R/3  Logo  and 

Implementation  Partners.  Services  include: 

• Planning  and  design  of  client/server 
infrastructures  in  support  of  the  R/3 
environment 

• Data  center  management  services  for  R/3 
implementation,  including  processes  and 
procedures,  resource  management,  and 
implementation  of  supporting  technologies 
(network,  database,  security,  and 
applications  management) 

• High-availability  assessment,  planning,  and 
design  services 

• Microsoft  design,  implementation,  and 
support  services  for  migration  to  and 
implementation  of  R/3  in  a Windows  NT 
environment 

• SAP  Early  Watch  services,  including 
analysis  of  system  performance  and  tuning 
services 

• Data  warehouse  services 

• NCR  offers  UNIX/Windows  NT  solutions  for 
R/3.  The  company  has  an  R/3  Competence 
Center  and  an  R/3  Engineering  Center  in 
Walldorf,  Germany. 

NCR’s  Customer  Support  Services  provide 

installation  and  ongoing  maintenance  services 

for  both  NCR  and  non-NCR  systems. 

• NCR  believes  that  significant  opportunities 
for  growth  exist  in  the  areas  of  network 
operations,  help  desk  services,  and 
multivendor  service  management. 

• NCR  is  expanding  its  implementation 
services  business  (system  staging  and 
installation). 
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• In  April  1996,  NCR  announced  the  general 
availability  of  Remote  Intranet  Management 
(RIM)  services.  RIM  service  provides 
customers  with  improved  network 
performance  for  all  components  of  their 
client/server  network,  including  LAN  and 
WAN  systems;  multivendor,  departmental, 
and  enterprise  servers;  industry-specific 
devices  such  as  POS  terminals  and  ATMs; 
and  Web-related  activities.  The  services  are 
targeted  to  the  retail,  financial,  and  other 
transaction-intensive  industries. 

Computer  Systems  Group 
This  group,  with  1995  revenue  of  $2.8  billion, 
provides  computing  products,  services, 
systems,  and  solutions  that  integrate 
hardware,  operating  software,  middleware, 
professional  services,  and  support  services. 
These  solutions  include  products  and  services 
from  NCR  as  well  as  other  vendors. 

The  Computer  Systems  Group  is  also 
responsible  for  coordinating  the  development 
of  the  strategies  behind  NCR’s  offerings  to  the 
communications  industry. 

Hardware  products  offered  include: 

• WorldMark  open  scalable  computers, 
ranging  from  midrange  systems  to  very 
large  massively  parallel  enterprise-wide 
systems.  The  WorldMark  servers  are  the 
foundation  of  NCR’s  scalable  data 
warehousing  and  high- availability 
transaction  processing  solutions. 

• PCs,  disk  arrays,  and  networking  products 
sourced  from  third  parties 

NCR’s  scalable  data  warehousing  solutions 
allow  businesses  to  capture  information  about 
their  customers,  markets,  and  products  to 
give  decision  makers  the  ability  to  access  and 
analyze  that  information. 


• The  technology  allows  customers  to  scale 
these  systems  (from  entry-level  10-gigabyte 
systems  to  large  data  warehouses)  all  within 
the  same  hardware  and  software  platform. 

• These  solutions  incorporate  NCR 
WorldMark  servers  and  NCR’s  Teradata 
relational  database  management  system, 
other  commercial  databases  (such  as  Oracle 
or  Informix),  software  tools,  and  services. 

NCR’s  high-availabilitv  transaction  processing 
solutions  are  designed  to  maximize  computer 
uptime  for  critical  business  environments. 

• These  solutions  are  based  on  the  WorldMark 
server  platform,  combined  with  software 
and  services. 

• NCR  LifeKeeper  software  minimizes 
downtime  by  recognizing  and  recovering 
hardwai'e  component  or  application  defaults 
before  a total  system  failure  occurs. 

• NCR  Top  End  middleware  software  reroutes 
transactions  during  a system  failure, 
working  in  conjunction  with  LifeKeeper  for 
additional  system  protection. 

For  the  communications  industry,  NCR  is 
focusing  its  attention  on  the  critical  business 
issues  of  customer  retention,  customer 
profitability,  network  information 
warehousing,  and  fraud  detection. 

• The  NCR  RightSTART  Scalable  Data 
Warehouse  for  the  Communications 
Industry  combines  hardware,  software,  and 
services  in  a prepriced  package  for  entry- 
level  data  warehousing. 

• NCR  and  SABRE  Decision  Technologies 
have  formed  an  alliance  to  develop 
information  solutions  that  help 
communications  companies  build  marketing 
programs  to  assure  customer  retention.  The 


Page  12  of  18 


INPUT  1996  Reproduction  prohibited. 


NCR  Corporation 
December  1996 


INPUT  Vendor  Profile 


solution  will  use  a customized  version  of 
SABRE’s  data  analysis  software  and  NCR’s 
WorldMark  family  of  scalable  servers,  as 
well  as  integration  and  consulting  services. 

• NCR  also  has  alliances  with  Legacy, 
Carnegie  Group,  ADRM,  CSA,  EMC2, 
Computer  Generation,  Oracle,  Business 
Objects,  Prism,  and  Informix  related  to 
solutions  for  the  communications  industry. 

In  March  1996,  NCR  introduced  CTI 
(Computer-Telephone  Integration)  Solutions 
for  Call  Centers,  which  provides  applications 
and  capabilities  that  enable  call  center 
representatives  to  access,  update,  and  manage 
critical  data. 

The  Computer  Systems  Group  also  works 
with  the  Retail  Systems  Group,  the  Financial 
Systems  Group,  and  Worldwide  Services  to 
provide  industry-specific  scalable  data 
warehousing  and  high -availability  transaction 
processing  solutions  to  the  retail  and  financial 
services  industries. 

Retail  Systems  Group 

The  Retail  Systems  Group,  with  1995  revenue 
of  $424  million,  designs,  develops,  markets, 
and  services  a full  line  of  products,  services, 
systems,  and  solutions  for  the  retail  industry. 

• Offerings  include  point-of-sale  terminals, 
bar-code  scanners  and  scanner  scales, 
networking  and  computer  server  technology 
to  link  these  terminals  and  scanners  on  both 
a local-  and  wide-area  basis,  and  in-store 
and  enterprise-level  decision  support 
systems. 

• The  Advanced  Checkout  Solution  is  a 
hardware/software  solution  for  grocers. 

The  Retail  Systems  Group  uses  the 
Professional  Services  organization  to  develop 


solutions  to  meet  the  needs  of  a variety  of 
retail  customers. 

• Professional  Services  provides  consulting 
services  to  help  customers  design,  integrate, 
install,  and  support  in-store  networks  of 
scanners,  point-of-sale  terminals,  network 
servers,  and  in-store  and  enterprise-level 
decision  support  and  data  warehousing 
systems. 

• Professional  Services  incorporates  third- 
party  software  and  products  as  required  to 
customize  solutions. 

Within  the  Retail  Systems  Group,  NCR  has 
two  research  organizations  focused  on  human- 
to-machine  interface  technology. 

Financial  Systems  Group 

This  group,  with  1995  revenue  of  more  than 
$1.0  billion,  provides  products,  services, 
systems,  and  solutions  for  the  financial 
industry,  with  particular  focus  on  retail 
banking. 

Offerings  include  self-service  devices  (ATMs), 
item/image  processing,  payment  systems, 
retail  bank  branch  automation  (in  virtual  and 
real  bank  branches),  and  relationship 
management  solutions  to  enable  financial 
institutions  to  better  manage  interaction  with 
their  customers. 

Relationship  management  solutions  are  based 
on  NCR’s  scalable  data  warehousing  offerings 
combined  with  services  provided  through 
NCR’s  Professional  Services  organization. 

• These  solutions  address  areas  such  as 
customer  retention  analysis,  transaction 
analysis,  and  campaign  management. 

• These  solutions  help  financial  institutions 
manage  their  interactions  with  individual 
customers  to  optimize  the  level  of  service 
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provided  and  to  increase  profit  per 
customer. 

• Decision  support  capabilities  allow  banks  to 
use  detailed  information  to  support  the 
management  of  their  business,  especially  in 
risk  management  processes,  implementing 
marketing  programs  tailored  for  specific 
customer  profiles,  and  pricing  of  services 
based  on  customers’  transaction  and  balance 
history. 

In  October  1996,  NCR  launched  a Financial 
Services  Knowledge  Laboratory  at  its  London 
headquarters  to  provide  a forum  in  which 
bankers  can  get  involved  in  industry  projects 
and  exchange  ideas  with  industry  experts, 
university  experts,  and  technology  partners  to 
map  out  and  plan  new  strategies  related  to 
the  evolving  needs  of  consumers  into  the  next 
millennium. 

Systemedia  Group 

The  Systemedia  Group,  with  1995  revenue  of 
approximately  $577  million,  develops, 
produces,  and  markets  consumable  and  media 
products  for  information  systems,  including 
transaction  processing  media,  business  forms, 
and  a full  line  of  integrated  equipment 
solutions. 

• Specific  products  offered  include  stock  and 
custom  paper  rolls,  pressure-sensitive 
labels,  label/form  combinations,  thermal 
transfer  ribbons,  impact  inking  media,  high- 
speed laser  forms,  encoding  products, 
mailers,  and  ink-jet  media. 

• Many  of  these  products  are  offered  as 
complementary  parts  of  broader  NCR 
systems,  including  point-of-sale  systems, 
ATMs,  and  item  processing  systems. 


Contracts 

Recently  awarded  contracts  include  the 

following: 

• In  November  1996,  Chase  Manhattan  Bank 
awarded  a contract  to  NCR  to  provide 
computer  systems,  application  software,  and 
integration  services  in  more  than  500  Chase 
retail  bank  branches. 

• In  October  1996,  JC  Penney  announced  it 
had  installed  an  $11  million  NCR  data 
warehouse  decision  support  system. 

• In  August  1996,  NCR  was  awarded  a $119 
million  Point-of-Service  ONE  (POS  ONE) 
contract  with  the  U.S.  Postal  Service  to 
replace  retail  systems  at  customer  service 
windows. 

- The  contract  is  the  initial  stage  of  a 
multiyear  project  potentially  worth  $1 
billion.  The  first  rollout  of  NCR  systems 
will  begin  in  Richmond  (VA)  in  early  1997. 

- NCR  worldwide  professional  and  customer 
service  organizations  will  be  performing 
program  management,  application 
customization,  systems  integration,  full 
staging  and  implementation,  and  life  cycle 
support,  including  remote  management 
and  diagnostics. 

• In  August  1996,  NCR  announced  that  it  had 
completed  installation  of  NCR  ATMs, 
servers,  and  debit  terminals  on  board  the 
last  designated  U.S.  Navy  ship  as  part  of  a 
multiyear  program  called  “ATMs-at-Sea.” 

• Since  July  1996,  NCR  has  helped  implement 
the  largest  educational  network  sj^stem  in 
the  U.S.  for  the  state  of  Tennessee. 

• In  March  1996,  Wal-Mart  Stores  selected 
NCR  to  expand  Wal-Mart’s  data  warehouse 
with  NCR’s  WorldMark  5100  system, 
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Teradata  Database  for  UNIX,  and 
professional  services  support. 

• In  February  1996,  NCR  was  awarded  a four- 
year,  $150  million  contract  with  the  Defense 
Information  Technology  Contracting  Office 
(DITCO)  to  replace  and  integrate  complete 
store  automation  systems  for  the  Defense 
Commissary  Agency’s  300  military 
commissaries  worldwide. 

Clients 

A sampling  of  NCR  clients,  by  industry, 
follows: 

Financial  Services — ASB  Bank  Limited,  Banc 
One,  Bank  of  America,  Bank  of  Boston, 
Barclays  Bank,  Blue  Cross/Blue  Shield  of 
Illinois,  Chase  Manhattan,  Citibank,  CoBank, 
Commonwealth  Bank  of  Australia, 

Community  Mutual,  Dime  Savings  Bank  of 
New  York,  European  American  Bank,  Fidelity 
Insurance,  First  of  America  Bank 
Corporation,  First  Union  Bank,  Huntington 
Bank,  Industrial  Savings  and  Loan 
Association,  INVESCO  Funds,  Mercantile 
Bank,  Mutual  of  Omaha,  National 
Westminister,  Reuters,  S.W.I.F.T.,  The 
Capital  Group,  Title  Guaranty  Escrow 
Services,  TSB  Bank,  Western  Bank 

Retail — Applebee’s,  Caldors,  Canadian  Tire 
Corporation,  Fabri-Center  of  America, 
Grossman’s,  Galleria  21,  Helene  Curtis,  JC 
Penney  (Chile),  Kmart,  Lechmere,  Merck, 
National  Convenience  Stores,  Reebok 
International,  Southland  Corporation, 
SuperAmerica,  Thrifty  Foods,  Wal-Mart,  W.H. 
Smith,  Zellers,  1-800  Flowers 

Communications — AT&T,  Ameritech,  BC  Tel, 
BellSouth  Advertising  and  Publishing 
Company,  GTE  Telephone  Operations, 
Telecom  Australia,  Telecom  New  Zealand, 
Sprint,  U S WEST 


Public  Sector / Government — Canada  Post 
Corporation,  Jackson  County,  Ministry  of 
Human  Resources  Development  and 
Citizenship  & Immigration  Department,  New 
York  State  Liquor  Authority,  State  of  New 
Mexico  Taxation  and  Revenue,  State  of 
Tennessee,  State  of  Texas  Department  of 
Public  Safety,  U.S.  Navy,  U.S.  Postal  Service 

Manufacturing — Anheuser-Busch,  Chrysler, 
Coca-Cola,  Hughes  Aircraft,  McDonald’s, 
Oklahoma  Gas  and  Electric,  Pepsi-Cola, 
Procter  & Gamble,  Star  Enterprises,  State 
Electric  Supply,  Whirlpool 

Other — BP  Oil,  American  Airlines, 
Continental  Airlines,  Delta  Airlines,  United 
Airlines,  Oklahoma  Gas  & Electric,  Pepe 
Europe,  System  One,  Temasek  Polytechnic, 
Union  Pacific  Railroad 

Marketing  and  Sales 

NCR  principally  sells  through  the  direct  sales 
channel,  although  the  indirect  channel  is  used 
for  some  specific  offerings. 

Worldwide  Services — Services  are  marketed 
through  a direct  sales  force  of  approximately 
400,  with  separate,  dedicated  sales  for 
support  services  and  for  professional  services. 
The  Worldwide  Services  marketing 
organization  is  tasked  with  developing, 
marketing,  and  deploying  service  offerings 
globally.  Services  marketing  is  a key  demand 
creation  function  within  NCR. 

Retail  Systems  Group — NCR’s  retail  products 
are  marketed  through  a combination  of  direct 
and  indirect  channels. 

• The  majority  of  networked  solutions  and 
scalable  data  warehousing  solutions  sold 
into  the  retail  industry  are  sold  through  the 
direct  sales  force. 
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• In  recent  years,  more  than  70%  of  the  retail- 
specific  product  sales  (primarily  bar-code 
scanners  and  point-of-sale  terminals)  are 
sold  by  direct  sales;  the  remainder  are  sold 
through  indirect  channels,  including 
worldwide  alliances  with  more  than  300 
value-added  resellers,  distributors,  and 
dealers. 

Financial  Services  Group — Historically,  NCR 
has  distributed  most  of  its  financial  products, 
services,  systems,  and  solutions  through  a 
direct  sales  channel  targeted  at  larger 
customers,  although  some  revenue  comes  from 
distributors.  NCR  plans  to  increase  its 
business  through  indirect  channels  and 
partners  in  this  market. 

Computer  Systems  Group — Products  and 
solutions  are  marketed  through  a combination 
of  direct  and  indirect  channels. 

• The  direct  sales  force  targets  major  accounts 
and  approximately  85%  of  Computer 
Systems  Group’s  revenue  has  historically 
come  from  the  direct  sales  force. 

• Indirect  sales  come  from  alliances  with 
value-added  resellers,  distributors,  and 
OEMs. 

Systemedia  Group — This  unit  has  a direct 
sales  force  in  19  countries  focusing  on 
providing  consumable  supplies  to  major 
accounts.  In  addition,  products  are  sold 
through  office  products  resellers,  value-added 
resellers,  and  an  inbound  and  outbound 
telemarketing  organization. 

NCR  also  has  an  agreement  with  AT&T 
Capital  through  which  a range  of  financing 
alternatives  can  be  offered  to  NCR’s 
customers  in  the  U.S.,  Canada,  the  U.K., 
France,  and  Germany. 


Alliances 

Currently,  NCR  has  more  than  1,100  partners 

worldwide.  Alliances/agreements  announced 

in  1996  include  the  following: 

• In  October  1996,  NCR  and  Check  Point 
Software  Technologies  announced  a global 
OEM  and  marketing  agreement  whereby 
Check  Point’s  Check  Point  FireWall-1 
network  security  software  product  will  ship 
with  every  NCR  WorldMark  enterprise 
server. 

• In  October  1996,  NCR  announced  that 
Trillium  Software  has  become  a strategic 
partner  in  NCR’s  Scalable  Data  Warehouse 
program.  Trillium  offers  software  tools  to 
consolidate  and  cleanse  data  being  entered 
into  a data  warehouse  from  a variety  of 
sources. 

• In  October  1996,  NCR  joined  an  alliance  of 
eleven  major  information  technology 
vendors  and  user  organizations  to  develop 
an  exportable  worldwide  approach  to  strong 
encryption  so  companies  can  conduct  secure 
international  electronic  commerce. 

• In  September  1996,  NCR  was  selected  by 
Microsoft  as  a key  partner  in  Microsoft’s 
data  warehouse  strategy. 

• In  September  1996,  NCR  announced  an 
agreement  to  offer  HSI  Corporation’s  “Profit 
Series  System”  on  NCR’s  POS  workstations 
for  food  service  operators.  The  Profit  Series 
is  a Windows-based  POS  application  to 
track  sales,  control  costs,  and  facilitate 
training  in  food  and  beverage  operations. 

• In  September  1996,  NCR  and  Retail  Target 
Marketing  Systems  (RTMS)  announced  an 
agreement  to  market  a complete  in-house 
database  marketing  solution  for  retailers  to 
build  one-on-one  customer  relationships. 

The  solution  combines  the  RTMS  Archer 
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Retail  Database  Marketing  Software  and 
NCR’s  WorldMark  servers. 

• In  August  1996,  NCR  announced  an 
agreement  with  Computer  Generation,  Inc. 
(CGI)  to  provide  data  collection  and  billing 
solutions  to  the  telecommunications 
industry.  CGI’s  software  will  run  on  NCR’s 
WorldMark  servers  to  collect  and  analyze 
call  data  from  large  telephone  switches  for 
billing,  marketing,  and  customer  analysis. 

• In  July  1996,  NCR  and  Netscape  announced 
a worldwide  licensing  agreement  to  provide 
solutions  for  building  corporate  intranets 
and  conducting  electronic  commerce  on  the 
Internet.  The  two  companies  will  work 
together  to  port  Netscape  Web  software  to 
UNIX  MP-RAS  release  3.0,  NCR’s  version  of 
the  UNIX  operating  system.  In  addition, 
NCR  will  bundle  Netscape  FastTrack  (entry- 
level  Web  server  software)  on  NCR  S40 
servers  running  Windows  NT. 

• In  May  1996,  NCR  and  SABRE  Decision 
Technologies  announced  an  alliance  to 
deliver  a data  warehousing  solution  for  the 
communications  industry.  NCR  markets 
SABRE’s  data  analysis  software  as  part  of  a 
complete  customer  retention  solution  data 
warehouse  program. 

• In  April  1996,  NCR  and  Ascom  Timeplex 
announced  an  alliance  to  provide  end-to-end 
connectivity  solutions  to  their  Caribbean 
and  Latin  America  customers  to  support 
their  network  needs,  including  network 
consulting,  management,  integration,  and 
voice  and  data  products. 

• In  February  1996,  NCR  announced  a 
partnership  with  MicroStrategy,  Inc.  to 
provide  customers  with  remote  access  to 
their  data  warehouses  through  the  World 
Wide  Web.  MicroStrategy  has  ported  its 
DSS  Web  relational  on-line  analytical 


processing  tool  to  NCR’s  Teradata  database 
system. 

Other  major  partners  include  the  following: 

• Technology  enablers — Intel,  Microsoft, 
Oracle 

• Consulting — Andersen  Consulting,  Coopers 
& Lvbrand,  EDS,  Perot  Systems,  MCI 
System  house 

• Software  / Applications — Computer 
Associates,  Informix,  IRI  Software,  Oracle, 
PeopleSoft,  Policy  Management  Systems 
Corporation,  SAP,  Sybase 

• Distribution  and  Servicing — CompuCom, 
Entex,  Inacom,  Intelligent  Electronics, 
MicroAge,  Osborne 

• Manufacturing — Conner  Disk  Drives, 
Samsung,  Intel 

Competition 

NCR’s  major  competitors,  by  business  unit, 
include  the  following: 

Worldwide  Services — IBM,  Digital,  Hewlett- 
Packard,  and  Unisys  in  the  customer  support 
services  business;  and  IBM,  EDS,  Andersen 
Consulting,  Hewlett-Packard,  Unisys,  and 
CAP  Gemini  Sogeti  in  the  professional 
services  business 

Retail — At  the  store  level,  principal 
competitors  include  Siemens  Nixdorf 
International,  Fujitsu  Ltd.,  ICL  pic,  and  IBM 
for  point-of-sale  terminals  and  peripherals; 
Spectra-Physics,  Symbol  Technologies,  and 
Metrologic  Instruments  for  bar-code  scanners; 
and  IBM  and  Hewlett-Packard  for  in-store 
networking  and  decision  support. 

At  the  enterprise  level,  scalable  decision 
support  and  scalable  data  warehousing 
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system  competitors  include  IBM,  Hewlett- 
Packard,  and  Tandem  Computers. 

Financial  Services — Primary  competitors 
include  Diebold,  Fujitsu,  SNI,  and  Omron 
Electronics  for  ATMs;  IBM  and  BancTec  in 
image/item  processing;  and  SNI,  Hewlett- 
Packard,  and  Unisys  in  data  warehousing 

Computer  Systems — IBM,  Hewlett-Packard, 
Digital,  Sun  Microsystems,  Tandem,  Sequent, 
SNI,  Pyramid  Technology,  Fujitsu,  NEC, 
Hitachi,  Groupe  Bull,  Olivetti  SpA,  ICL,  and 
Unisys  in  the  traditional  systems  area; 
Compaq  and  Dell  Computer  for  servers;  and 
IBM,  Digital,  Tandem,  Sequent,  Pyramid, 
Hewlett-Packard,  and  Sun  Microsystems  in 
the  data  warehousing  market 

Systemedia — The  Standard  Register 
Company,  Reynolds  & Reynolds,  Wallace 
Computer  Services,  Sony,  Moore  Corporation, 
International  Imaging  Materials,  Nu-Kote 
Holding,  Rittenhouse  Paper  Co.,  Sopano  S.A., 
Rolltech  Ltd.,  Katsumata,  K.K.,  and  Paper 
Manufacturers,  Inc. 


Assessment 

NCR’s  strengths  include: 

• Global  resources,  particularly  in  services 

• Much  more  focus  since  the  restructuring 
and  spin-off  from  AT&T.  Independence 
from  AT&T  allows  NCR  to  move  in  the 
directions  it  must  move  to  be  more 
successful  and  grow. 

• Reputation  in  target  markets  (number  one 
in  ATM  market,  number  two  in  POS 
market) 

• Significant  penetration  in  target  vertical 
markets,  as  well  as  transaction  processing 
and  data  warehousing 

Challenges  over  the  coming  year  include: 

• Re-establishing  NCR  brand  name  in  the 
market 

• Returning  to  aggressively  marketing  the 
inherent  strengths  of  NCR  (which  has  not 
been  done  in  recent  times) 

• Achieving  recognition  in  the  market  as  a 
solutions  provider  rather  than  as  a 
hardware  vendor 
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NETCOM  On-Line  Communication 

Services,  Inc. 


Chairman,  President, 

& CEO:  David  W.  Garrison 

2 North  Second  Street,  Plaza  A 
San  Jose,  CA  95113 
Phone:  (408)  881-2000 

Internet:  http://www.netcom.com 


Status:  Public 

Employees:  700+ (10/96) 

Revenue,  FYE  12/31/95:  $52,421,600 

Revenue,  9 mos.  ending  9/30/96:  $84,160,500 


Key  Points 

• NETCOM  On-Line  Communication 
Services.  Inc.  has  transitioned  from  a 
national  Internet  access  provider  to  an 
international  Internet  Services  Provider 
(ISP)  for  individuals  and  businesses. 

• NETCOM  has  experienced  rapid  growth  in 
its  subscriber  base,  hitting  the  562,000- 
subscriber  mark  as  of  September  30,  1996, 
up  from  24,800  subscribers  on  July  1.  1994, 


when  the  company  introduced  its 
NetCruiser™  software. 

• NETCOM’s  network  currently  provides 
service  from  more  than  330  local  access 
numbers  worldwide.  NETCOM  has 
expanded  its  offerings  beyond  the  U.S.  to 
Canada,  the  U.K.,  and  Brazil.  The  company 
expects  to  expand  further  into  Europe,  the 
Asia/Pacific  region,  and  the  Americas  during 
1996  and  1997  in  conjunction  with  strategic 
partners. 

• In  September  1996,  NETCOM  announced 
plans  to  begin  regional  expansion  into  Latin 
America  in  partnership  with  Grupo 
Itamarati,  a Brazilian  conglomerate  with 
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interests  in  telecommunications  and  other 
businesses. 

• In  April  1996,  NETCOM  launched  its 
NETCOMplete  strategy  and  recast  its 
software  direction  in  order  to  add  value  for 
subscribers.  NETCOMplete  incorporates 
NETCOM’s  NetCruiser  browser  as  well  as 
Netscape  Navigator  as  part  of  the  standard 
client  software  offering  and  provides 
unlimited  Internet  access,  software, 
customizable  personal  services,  and  24-hour 
support  for  a flat  monthly  rate  of  $19.95. 

• In  June  1996,  NETCOM  expanded  the 
NETCOMplete  strategy  to  include  enhanced 
services  for  its  business  customers. 

• In  October  1996,  NETCOM  announced  the 
NETCOMplete  Internet  software  package 
for  business  professionals  that  combines 
NETCOM-developed  tools  and  13  third- 
party  Internet  applications  to  support 
productive  use  of  the  Internet. 

• In  August  1996,  NETCOM  became  the  first 
independent  Internet  service  provider  to 
launch  service  availability  through 
Microsoft’s  Internet  Referral  Server 
program. 

• In  February  1996,  NETCOM  announced 
changes  to  its  board  of  directors.  David  W. 
Garrison,  President  and  CEO,  was  elected 
Chairman  of  the  Board,  replacing  Robert  J. 
Rieger,  who  resigned. 

Company  Description 

NETCOM,  founded  in  1988  and  incorporated 

in  August  1992,  provides  Internet  services  to 

individuals  and  businesses  in  the  U.S., 

Canada,  and  the  U.K. 

• Via  its  proprietary  high-speed  TCP/IP-based 
network,  NETCOM  offers  subscribers  an 
Internet  access  solution  that  encompasses 


its  NETCOMplete  software,  integrated  local 
access  services,  personalized  services,  24x7 
customer  support,  and  value  pricing. 

• For  businesses,  NETCOM’s  communications 
solutions  include  high-speed  connectivity, 
Web  site  hosting  and  content  development, 
and  intranet  services. 

NETCOM  has  made  three  public  offerings  of 

its  common  stock  since  its  inception. 

• In  December  1994,  NETCOM  made  an 
initial  public  offering  of  1.85  million  shares 
of  its  common  stock,  raising  net  proceeds  of 
$21.0  million. 

• A second  offering  in  May  1995  of  2.4  million 
shares  generated  net  proceeds  of  $49.5 
million. 

• A third  offering  in  November  1995  of  2.5 
million  shares  generated  $180  million  in 
proceeds. 

Organization  and  Structure 

NETCOM’s  officers  are  listed  below: 


NETCOM  Key  Executives 


Name 

Title 

David  W.  Garrison 

Chairman,  President,  & CEO 

Eric  Goffney 

SVP  Customer  Support 

Michael  Kallet 

SVP  Technology,  Operations, 
and  Support 

Scott  Wills 

SVP  Sales,  Marketing,  and 
On-Line  Services 

Spike  Bloom 

VP  Sales 

B J.  Slick 

VP  and  General  Manager, 
Business  Services  Group 

Eric  W.  Spivey 

President,  NETCOM 
International 

C.  T.  Weatherford 

CFO 

Source:  NETCOM 
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The  company’s  headquarters  are  in  San  Jose 
(CA).  Telecommunications  centers  are  in  San 
Jose  and  Dallas. 

• The  Business  Services  Group,  formed  in 
1995,  provides  integrated  solutions, 
including  high-speed  connectivity,  service, 
software,  and  support  to  help  small  and 
medium-sized  businesses  grow  using  the 
Internet.  NETCOM  currently  has  more 
than  2,000  business  accounts. 

• NETCOM  Interactive,  formed  in  June  1996, 
is  a wholly  owned  subsidiary  based  in  Dallas 
that  provides  World  Wide  Web  design  and 
hosting  services  for  small  to  medium-sized 
businesses. 

International  subsidiaries  providing  Internet 
services  are  in  Canada  (NETCOM  Canada, 
Toronto)  and  the  U.K.  (NETCOM  Internet 
Limited). 

Company  Strategy 

NETCOM’s  strategy  is  to  target  individuals 
and  small  to  medium-sized  businesses  that 
use  the  Internet  to  increase  productivity.  The 
company’s  strategy  includes  the  following 
elements: 

• Focus  on  the  higher  margin  business 
market,  as  well  as  individuals  interested  in 
maximizing  their  productivity  on  the 
Internet 

• Offer  simple  pricing  plans  that  promote 
usage  and  retention 

• Adopt  industry  standards  to  maintain  open 
architecture 


• Accelerate  expansion  of  the  network  into 
new  cities  and  increase  capacity  in  existing 
cities 

• Expand  marketing  and  distribution 
channels,  including  additional  strategic 
partnerships;  combine  Internet  service 
experience  with  key  partners’  in-country 
knowledge  and  local  resources  to  provide 
relevant  Internet  services  in  core  markets 
around  the  world 

During  April  1996,  NETCOM  launched  its 
NETCOMplete  and  NETCOMplete  for 
Business  strategies  to  offer  suites  of 
integrated,  value-added  services  at  affordable 
prices. 

• The  NETCOMplete  service  brand  revises 
NETCOM’s  software  strategy  to  incorporate 
NetCruiser  and  third-party  tools  into  all 
NETCOM  software. 

• The  NETCOMplete  for  Business  strategy  is 
targeted  at  small  and  medium-sized 
businesses  and  offers  NETCOM’s  high- 
speed access  options  with  integrated 
software,  service,  and  support  solutions  to 
help  companies  develop  and  implement 
Internet  strategies. 

Financials 

Revenue  for  the  year  ended  December  31, 

1995  was  $52.4  million,  a 324%  increase  over 
1994  revenue  of  $12.3  million.  Net  losses 
were  $14.1  million,  compared  to  $100,000  in 
1994. 

A four-year  financial  summary  appears  on  the 
following  page. 
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NETCOM  On-Line  Communication  Services,  Inc. 
Four-Year  Financial  Summary 
($  Thousands,  except  per-share  data) 


Fiscal  Year 

Item 

1995 

1994 

1993 

1992 (a) 

Revenue 

$52,422 

$12,360 

$2,412 

$356 

• Percent  change  from 
previous  year 

324% 

413% 

578% 

— 

Income  (loss)  before  taxes 

$(14,049) 

$(100) 

$239 

$19 

• Percent  change  from 
previous  year 

* 

(142%) 

12% 

— 

Net  income  (loss) 

$(14,064) 

$(100) 

$227 

$19 

• Percent  change  from 
previous  year 

* 

(144%) 

11% 

— 

Earnings  (loss)  per  share 

$(1.68) 

$(0.02) 

$0.04 

$0 

• Percent  change  from 
previous  year 

•k 

(150%) 

4% 

— 

* Percent  change  exceeds  1,000%. 

(a)  Period  from  August  27,  1992  (the  date  of  incorporation)  to  December  31,  1992. 


NETCOM  management  attributed  revenue 
growth  in  1995  and  1994  to  the  increase  in  the 
number  of  subscribers  due  to  rapid  growth  in 
the  Internet  market,  an  increase  in  the 
number  of  NETCOM  points  of  presence,  and 
the  introduction  of  NetCruiser  software  in 
July  1994.  Continued  expansion  of  the  sales 
force,  promotional  activities,  and  operation 
department  also  contributed  to  the  revenue 
increases. 

Losses  for  1995  and  1994  were  due  to  costs 
associated  with  building  and  increasing  its 
subscriber  base,  including  expenses  for 
personnel,  new  product  development, 
marketing,  and  capital  expenditures. 

• Cost  of  revenues  rose  446%  to  $6.7  million 
in  1994  to  $36.6  million  in  1995,  due  to 
increases  in  data  communication  costs 
associated  with  the  increased  number  of 
subscribers,  expansion  of  customer  services 
and  operations  staff  to  support  growth,  and 
increased  depreciation  expense  relating  to 


capital  expenses  for  points  of  presence 
expansion  and  network  improvements. 

• Product  development  costs  were  $2.2  million 
in  1995,  $327,000  in  1994,  and  $69,000  in 
1993. 

• Sales  and  marketing  expenses  rose  509%, 
from  $3.1  million  in  1994  to  $18.8  million  in 
1995,  due  primarily  to  increased  costs 
associated  with  the  expansion  of  NETCOM’s 
sales  and  marketing  department,  the 
addition  of  management  personnel,  and 
marketing  expenses. 

• General  and  administrative  expenses 
increased  370%,  from  $2.3  million  in  1994  to 
$11.0  million  in  1995,  due  primarily  to 
hiring  additional  administrative  and 
accounting  personnel  and  to  additional 
corporate  facility  costs. 
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Interim  Results 

Revenue  for  the  nine  months  ending 
September  30,  1996  reached  $84.2  million,  a 
157%  increase  over  $32.8  million  for  the  same 
period  a year  ago.  Net  losses  were  $32.8 
million,  compared  with  net  losses  of  $8.6 
million  for  the  same  period  a year  ago. 

• Revenue  growth  was  attributed  to  the 
significant  increase  in  the  number  of 
individual  subscribers  and  dedicated 
connections  due  to  the  growth  in  the 
Internet  market,  the  increase  in  the  number 
of  NETCOM  local  access  areas,  and  the 
release  of  enhancements  to  NetCruiser  and 
NETCOMplete  software,  as  well  as  the 
continued  expansion  of  sales  distribution 
and  promotional  activities.  As  of  September 
30,  1996,  the  subscriber  base  reached 
562,000,  up  141%  from  a year  ago. 

• Net  losses  include  a include  a one-time 
charge  of  $1.2  million  to  reduce  NETCOM’s 
valuation  of  its  investment  in  The  McKinley 
Group,  Inc.  In  early  August,  McKinley 
signed  a definitive  merger  agreement  with 
Excite,  Inc. 

• Losses  were  also  due  to  the  company’s 
international  expansion;  increased  network, 
data  communication,  and  depreciation  costs 
associated  with  the  increased  number  of 
subscribers  and  network  improvements;  and 
expansion  of  the  company’s  sales  and 
marketing  operations. 

Source  of  Revenue 

NETCOM’s  revenues  come  from  monthly 
subscription  fees  (70%  to  80%  of  total 
revenue)  and  one-time  registration  fees. 

Market  Financials 

NETCOM’s  revenues  are  derived  from 
providing  Internet  connectivity  services  to 
individual  and  business  subscribers. 


The  company  serves  a range  of  clients  and 
supports  applications  such  as  banking,  sales 
and  marketing,  software  development,  travel, 
entertainment,  publishing,  and  professional 
services. 

Geographic  Markets 

One  hundred  percent  of  the  company’s  1995 
revenue  was  derived  from  the  U.S. 

During  1996,  the  company  will  also  derive 
revenue  from  operations  in  Canada,  the  U.K., 
and  Brazil. 

Acquisitions 

In  August  1995,  NETCOM  acquired  PICnet,  a 
Dallas-based  Internet  service  provider,  for 
NETCOM  common  stock  valued  at  $1  million. 

• In  addition  to  providing  Internet  access 
services  in  the  Dallas  area,  PICnet  also 
provides  national  Web  page  creation 
services. 

• The  acquisition  expands  NETCOM’s  service 
portfolio  to  include  World  Wide  Web  page 
services  for  businesses  ranging  from  small 
to  Fortune  100  companies. 

In  June  1995,  NETCOM  acquired  a 15% 
interest  in  The  McKinley  Group,  Inc.,  a 
leading  publisher  of  Internet  content 
directories,  for  $1.5  million  in  cash  and 
NETCOM  common  stock. 

• The  McKinley ™ Internet  Directory  was 
made  available  to  subscribers  with 
NetCruiser  Version  2.0. 

• NETCOM  wrote  down  its  investment  in 
McKinley  when  a merger  agreement 
between  McKinley  and  Excite,  Inc.  was 
announced  in  August  1996. 
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Employees 

As  of  December  31,  1995,  the  company  had 
508  employees  (up  from  153  employees  on 
December  31,  1994),  segmented  as  follows: 


Marketing  and  distribution 136 

Software  development 38 

Operations 132 

Customer  support 124 

General  and  administration 78 


508 

The  company  currently  has  more  than  700 
employees. 

Key  Products  and  Services 

NETCOM  provides  various  competitively 
priced  Internet  access  services  in  two 
categories — Dial-Up  Accounts  for  individuals 
who  connect  to  the  Internet  via  a modem  and 
Network  Accounts,  principally  for  business 
users  who  connect  to  the  Internet  via 
dedicated  telecommunications  lines. 

NETCOM  provides  subscribers  with  access  to 
the  full  range  of  available  Internet 
applications,  including  electronic  mail, 
Internet  Relay  Chat,  the  World  Wide  Web, 
USENET  news  groups,  databases  and  public 
domain  software. 

Dial-Up  Accounts 

The  company’s  new  service  brand — 
NETCOMplete — incorporates  Internet  access, 
software,  service,  support,  and  value  pricing 
to  provide  individuals  with  an  integrated 
Internet  solution. 

• Dial-up  subscribers  can  access  the  Internet 
in  most  instances  via  a local  phone  call 
through  NETCOM’s  national  network  or  a 
low-cost  800  number.  NETCOM  continues 
to  deploy  ISDN  service  on  a region-by-region 
basis  and  is  evaluating  the  viability  of  cable 
and  ADSL  access  for  its  customers. 


• In  July  1996,  NETCOM  completed  an 
upgrade  to  its  network  backbone  with  45 
Mbps  ATM  high-speed  telecommunications 
transmission  technology,  providing 
increased  network  bandwidth,  availability, 
and  accessibility. 

• All  NETCOM  software  nowr  carries  the 
NETCOMplete  brand  and  includes  not  only 
NETCOM’s  NetCruiser  browser  software, 
but  tools  such  as  Netscape  Navigator  and 
Microsoft  Internet  Explorer. 

• Subscribers  are  supported  through  support 
centers  in  San  Jose  (CA)  and  Dallas  (TX). 

• The  complete  service  is  priced  at  $19.95  for 
unlimited  access  and  all  Personal  Services, 
with  a first-month  rate  of  $5. 

• NETCOMplete  for  Macintosh,  released  in 
June  1996,  is  NETCOM’s  first  software 
product  for  Apple  Computer's  Macintosh 
platforms.  It  provides  the  Netscape 
Navigator  browser,  news  reader,  e-mail, 
FTP.  and  Gopher  clients.  The  news  and  e- 
mail  clients  are  customized  access  to 
NETCOM’s  mail  and  news  server.  In 
addition,  the  software  incorporates 
Quarterdeck  Corporation’s  Global  Chat  IRC 
(Internet  Relay  Chat)  client. 

• NETCOMplete  for  Windows  was  also 
released  in  June  1996.  In  addition  to  the  e- 
mail,  news  reader,  IRC,  FTP.  Gopher, 
Telnet,  and  Finger  clients  found  in  previous 
versions  of  NETCOM’s  software, 
NETCOMplete  for  Windows  contains  a 
customized  version  of  Netscape’s  Navigator 
browser. 

• NETCOMplete  software  for  Macintosh  or 
Windows  provides  accessibility  to  all 
components  of  the  NETCOMplete  service, 
including  nationwide  access,  customizable 
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Personal  Services,  and  24-hour  customer 
support. 

NETCOM’s  Personal  Services  include  a 
variety  of  subscription-inclusive  services  that 
directly  address  the  professional  Internet  user 
requirement  for  easy  access  to  information 
that  is  personalized  and  focused  on  their 
specific  intranets.  Personal  Services, 
available  free  to  NETCOM  subscribers  as  part 
of  their  $19.95  monthly  flat  rate,  currently 
include  the  following  services: 

• PersonalPage  is  a template-based  Web 
authoring  and  hosting  service  to  help  users 
easily  establish  an  identity  on  the  Web.  It  is 
targeted  at  individual  subscribers  and  small 
businesses. 

• PersonalNews  is  a customized  news  page 
delivered  to  subscribers’  e-mail  boxes  each 
work-day  morning.  It  is  provided  through  a 
joint  marketing  agreement  with  Individual, 
Inc. 

• Personal  Investment,  developed  for 
NETCOM  by  Telescan,  Inc.,  provides 
subscribers  with  on-line  financial,  corporate, 
and  market  information  as  well  as 
analytical  tools  with  which  to  use  the 
Internet  to  track  current  and  potential 
investments. 

NETCOMplete  for  Business 
NETCOM’s  new  strategy  to  address  the 
business  market — NETCOMplete  for 
Business — was  announced  in  June  1996.  The 
strategy  is  geared  to  help  small  and  medium- 
sized companies  implement  the  Internet  and 
provide  them  with  a migration  path  as  they 
extend  their  use  of  the  Internet  as  a business 
medium. 

NETCOMplete  for  Business  is  comprised  of 
five  strategic  components  as  follows: 


• Complete  Access — Through  high-speed 
access  options,  customers  can  connect  to 
NETCOM’s  nationwide  fiber-optic  network 
from  more  than  330  local  points  in  North 
America.  Access  options  include  dedicated 
dial.  ISDN,  56  Kpbs  frame  relay,  Tl,  dual 
Tl,  and  fractional  T3.  To  support  access 
services,  NETCOM  provides 
communications  hardware  and 
configuration  management. 

• Complete  Service — Through  NETCOM 
Interactive,  NETCOM  offers  a multitiered 
Web  hosting  service  providing  customers 
with  a choice  of  virtual  site  hosting, 
whereby  a Web  site  resides  on  a shared 
NETCOM  server,  or  a full  dedicated  server 
solution,  with  server  space  from  5 MB  to  2 
GB.  In  addition  to  hosting  services, 
NETCOM  offers  Web  site  development  and 
consultative  services.  NETCOM  also  offers 
security  solutions  in  support  of  intranet 
solutions. 

• Complete  Software — NETCOM  is 
integrating  third-party  software  with  its 
access  offerings  to  address  security, 
electronic  commerce,  site  management,  and 
intranet  requirements. 

- In  April  1996,  NETCOM  and  iCat 
Corporation  announced  NetCat,  an 
electronic  commerce  solution  that  allows 
NETCOM  business  customers  to  develop 
catalogs  and  be  conducting  on-line 
transactions  within  a week. 

- In  July  1996,  NETCOM  announced 
customized  security  solutions  for  small 
and  medium-sized  businesses  that 
combine  assessment  and  implementation 
services  with  third-party  hardware  and 
software  products.  NETCOM  will  provide 
a customized  configuration  that  is 
integrated,  tested,  and  certified.  Initial 
certified  solutions  include  firewall  router 


NETCOM 
November  1996 


©INPUT  1996  Reproduction  prohibited. 


Page  7 of  11 


INPUT  Vendor  Profile 


hardware  from  Livingston  Enterprises, 
Inc.  and  Black  Hole  3.0  firewall  software 
from  Milkyway  Networks. 

• Complete  Support — NETCOM  has  a 
dedicated  support  group  for  business 
customers  with  a separate  toll-free  number 
that  is  staffed  24  hours  a day,  seven  days  a 
week,  as  well  as  e-mail  that  is  answered 
weekdays  within  24  hours.  In  addition  to 
technical  support,  NETCOM’s  Network 
Operations  Center  staff  supports  customers 
with  network  equipment  initialization  and 
testing,  network  activation,  newsfeed  setup, 
network  monitoring,  and  repair 
coordination. 

• Complete  Value — Web  hosting  prices  range 
from  about  $75  to  $1, 000/month;  dedicated 
access  options  range  between  $225  and 
$6, 000/month;  discounts  are  available  on 
multiple  user  access  accounts  for  businesses 
with  remote  locations  and  mobile  work 
forces. 

Network  Accounts 

NETCOM  offers  network  accounts  for 
Internet  service  at  various  speeds,  including 
28.8  Kbps,  56  Kbps  and  T-l  levels,  depending 
on  the  customer’s  needs. 

There  are  no  usage  charges  for  any  of 
NETCOM’s  network  accounts  and  USENET 
news  feed  and  E-mail  services  are  provided  at 
no  additional  charge. 

Network  connection  for  the  56  Kbps  and  T-l 
services  requires  the  customer  to  obtain  a 
leased  line  from  the  local  telephone  company. 

NETCOM  charges  $160  to  $180  per  service 
connection  per  month  for  its  14.4  Kbps 
service,  $400  for  its  56  Kbps  service  and 
$1,000  for  its  T-l  service. 


NETCOM  also  offers  a FrameConnect  service 
that  provides  an  Internet  connection  based  on 
frame  relay  technology  provided  by  local 
telephone  carriers. 

As  of  October  1996,  NETCOM  had  more  than 
2,000  network  accounts. 

Customer  Support 

NETCOM  provides  network  monitoring  and 
subscriber  assistance  services  24  hours  a day, 
seven  days  a week.  Most  support  personnel 
respond  to  telephone  inquiries,  although  a 
number  of  staff  are  also  dedicated  to 
responding  to  e-mail  inquiries. 

Support  centers  are  in  San  Jose  (CA)  and 
Dallas  (TX). 

Clients 

NETCOM  has  more  than  562,000  subscribers. 

Marketing  and  Sales 

NETCOM’s  primary  focus  is  individuals  and 
small  to  medium-sized  businesses  that  use  the 
Internet  to  increase  productivity. 

NETCOM  uses  multiple  channels  to  market 
and  distribute  its  services  as  follows: 

• Retail  Distribution.  NETCOMplete 
software  is  available  directly  from  NETCOM 
as  well  as  more  than  5,200  retail  outlets 
nationwide.  NETCOM  distributes 
NETCOMplete  through  master  resellers 
such  as  Merisel  and  Ingram  Micro  and 
directly  through  major  computer  retail 
chains  such  as  Best  Buy,  CompUSA,  Fry’s 
Electronics,  MicroCenter,  NeoStar,  Software 
City,  and  Incredible  Universe. 

• OEM  Bundling.  OEM  arrangements  with 
computer,  hardware,  and  modem 
manufacturers  and  computer  book 
publishers  account  for  a significant  portion 
of  NETCOM’s  new  accounts.  Computer  and 
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hardware  manufacturer  OEM  partners 
include  Acer  America  Corporation,  Canon, 
Diamond  Multimedia  Systems,  Epson 
America,  and  NEC.  NETCOM  has  VAR 
relationships  with  Ameridata  and 
WorldCom  to  offer  NETCOM’s  Internet  dial- 
up and  network  access  services.  NETCOM 
also  has  bundling  arrangements  with 
certain  software  companies,  including 
NetManage,  Netscape,  Quarterdeck, 

Artisoft,  and  Global  Village. 

• Direct  Sales.  Until  the  July  1994 
introduction  of  NetCruiser,  NETCOM  sold 
its  Internet  access  services  almost 
exclusively  through  its  direct  sales  force 
responding  to  inbound  calls  and  e-mail. 
NETCOM  continues  to  maintain  a direct 
sales  force  to  respond  to  subscription 
inquiries. 

• Educational  Institutions.  NETCOM 
markets  its  Internet  access  services  and 
software  to  educational  institutions.  This 
includes  selling  through  educational 
institutions,  especially  higher  education 
institutions. 

- NETCOM  has  entered  into  an  agreement 
with  the  National  Association  of  College 
Stores  to  distribute  NetCruiser  to  college 
campuses  nationwide. 

- NETCOM  is  enhancing  and  hosting  the 
NetDay  ‘96  Web  site  and  offers  a series  of 
pricing  and  service  programs  in  support  of 
the  effort  to  provide  Internet  access  to 
schools  across  the  country. 

- Past  education-related  initiatives  in  w hich 
NETCOM  has  participated  include  the 
Internet  Discovery  Program,  Student 
Program.  Educator  Account  Program,  and 
Dedicated  Services  for  Education.  These 
services  provide  teachers  and  students 
with  educational  materials,  lowr-cost 


access  packages,  and  dedicated  Web 
hosting  and  connection  services. 

NETCOM’s  Affinity  Program  assists 
organizations  in  bringing  their  customers  or 
membership  onto  the  World  Wide  Web  using 
NETCOM’s  nationwide  network.  As  part  of 
the  program,  NETCOM  provides  free 
NetCruiser  software  and  various 
customization  services. 

Marketing  efforts  for  network  accounts 
include  promotional  arrangements  with 
Internet  training  businesses  and  exhibitions 
at  industry  trade  shows. 

NETCOM  also  seeks  to  establish  relationships 
with  information  providers  that  allow 
NETCOM  indirect  access  to  large  numbers  of 
potential  customers.  For  example,  NETCOM 
has  an  agreement  with  Auto-Graphics,  Inc.,  a 
provider  of  information  services  to  libraries 
nationwide,  to  provide  Internet  connectivity 
services  to  Auto-Graphics’  customers  on  an 
exclusive  basis. 

NETCOM’s  network  accounts  are  also 
marketed  through  value-added  resellers  and 
systems  integration  companies  that  provide 
turnkey  solutions  to  companies  desiring 
Internet  connectivity,  including  network 
integration  and  security  measures. 

Alliances 

NETCOM  is  a founding  member  of  NetFX — a 
consortium  formed  to  deliver  an  open 
interoperability  standard  for  Internet 
software,  hardware,  content  and  services  that 
wall  enable  users  to  access  real-time 
multimedia  on  the  World  Wide  Web  using 
ISDN  technology. 

In  September  1996,  NETCOM  announced  that 
it  would  form  an  equity  partnership  with 
Brazlian  conglomerate  Grupo  Itamarati  to 
begin  regional  expansion  into  Latin  America. 
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• Through  this  new  partnership,  NETCOM 
plans  to  begin  offering  localized  Internet 
services  to  the  Brazilian  market,  initially 
focusing  on  the  business  market. 

• The  partnership  will  provide  NETCOM  with 
strategic  regional  advantages,  including 
marketing,  distribution  channels,  network 
infrastructure,  and  localization  expertise. 

• NETCOM  expects  to  leverage  the  venture  as 
a stepping  stone  to  the  rest  of  South 
America. 

In  March  1996,  NETCOM  announced  an 
agreement  with  Microsoft  whereby  NETCOM 
will  make  Microsoft  Internet  Explorer 
available  to  its  subscribers  and  partners 
through  all  of  its  distribution  channels. 

- In  July  1996,  NETCOM  and  Microsoft 
announced  an  agreement  to  distribute 
each  other’s  products  and  services  globally 
via  their  respective  channels.  NETCOM’s 
services  are  now  available  on  Microsoft’s 
Internet  Referral  Server,  enabling  users  to 
subscribe  to  the  NETCOMplete  Internet 
service  directly  from  Windows  or  Internet 
Explorer  3.0.  The  NETCOMplete  service, 
featuring  Internet  Explorer  as  the  primary 
browser,  is  offered  to  Windows  customers 
worldwide  by  NETCOM. 

- In  August  1996,  NETCOM  announced 
service  availability  through  Microsoft’s 
Internet  Referral  Server  program.  To 
subscribe  to  NETCOM’s  service,  the  first- 
time user  launches  Internet  Explorer  from 
the  Windows  desktop  and  is  automatically 
connected  to  the  Microsoft  Global 
Network.  Once  the  user  selects  NETCOM, 
he  or  she  is  connected  to  NETCOM’s 
registration  server.  After  on-line 
registration  is  complete,  the  Referral 
Server  will  establish  an  automatic 
connection  with  the  local  NETCOM  access 


number  each  subsequent  time  Internet 
Explorer  is  launched. 

- The  two  companies  are  also  working 
together  to  facilitate  easy  ISDN 
connectivity  through  distribution  of  the 
ISDN  Accelerator  Pack  for  Windows  95, 
and  on  the  delivery  of  Internet-based 
information  services  using  Microsoft 
Internet  Information  Server. 

In  March  1996,  NETCOM  announced  an 
agreement  with  Netscape  enabling  NETCOM 
to  offer  its  subscribers  Netscape  Navigator  as 
a preferred  Internet  client  operating  within 
NETCOM’s  NetCruiser  software  platform. 

In  February  1996,  NETCOM  formed  an 
alliance  with  SCO  for  NETCOM  to  provide 
SCO  VARs  and  business  customers  with  high- 
speed. dedicated  connections  to  the  Internet. 

NETCOM  has  an  agreement  with  SurfWatch 
Software,  Inc.  whereby  NETCOM  offers 
SurfWatch’ s parental  control  capabilities  to 
NETCOM  subscribers. 

In  early  1995.  NETCOM  joined  forces  with  the 
San  Jose  Mercury  News  to  bring  the  daily 
newspaper  to  the  World  Wide  Web. 

Competition 

NETCOM  competes  with  the  following 
categories  of  companies: 

• International,  national,  and  regional 
commercial  Internet  service 
providers — Performance  Systems 
International,  Bolt  Beranek  & Newman,  Inc. 
and  UUNET  Technologies 

• On-line  services  companies — America 
Online,  Inc.  and  CompuServe  Incorporated 

• Computer  hardware  and  software  and  other 
technology  companies — IBM  and  Microsoft 
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• National  long-distance  carriers — AT&T, 

MCI,  and  Sprint 

• Regional  telephone  companies — Pacific  Bell 
and  Bell  Atlantic 

• Cable  operators — Tele-Communications,  Inc. 

• Nonprofit  or  educational  Internet  service 
providers 

Assessment 

NETCOM’s  strengths  include: 

• Sole  focus  is  on  Internet  services 

• Reliable,  high-speed  digital  connectivity 


• Packaged  solutions  for  individuals, 
businesses,  and  educational  institutions 
using  the  Internet  to  increase  productivity 

• Competitive  pricing 

• 24-hour  customer  service  and  network 
operations  center  support 

• Well-established  distribution  channels 

Challenges  over  the  coming  year  include: 

• Managing  rapid  growth 

• Returning  to  profitability 
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Net-lt  Software  Corporation 

President  & CEO:  Dennis  Ryan 

1550  Bryant  Street 
Suite  220 

San  Francisco,  CA  94103 
Phone:  (415)  988-6961 

Fax:  (415)  988-6909 

Internet:  http://www.net-it.com 


Status:  Private 

Employees:  16(11/96) 

Fiscal  Year  End:  12/31/96 

Key  Points 

• Net-lt  Software  was  founded  in  June  1995 

Company  Description 

Net-lt  Software  develops,  markets,  and  sells 
enabling  technology  and  software  applications 
that  make  it  easy  for  personal  computer  users 
to  publish  cross-platform,  instantly  viewable, 
interactive  information  to  the  Internet. 

by  software  veterans  from  companies  such 
as  Apple,  Hewlett-Packard,  Claris,  and  EO. 

• Net-lt  Software  officially  launched  its 

The  company  is  privately  held  with 
investments  by  Benchmark  Capital  Partners 
of  Menlo  Park  (CA). 

business  in  September  1996,  unveiling  its 
enabling  software  technology,  called  jDoc™, 
and  launching  its  first  application  based  on 
jDoc,  called  Net-lt™  Now!. 

Organization  and  Structure 

Net-lt  Software’s  headquarters  and  only  office 
is  in  San  Francisco. 

• In  November  1996,  the  company  shipped 
Net-lt™  Live  Art,  a collection  of  interactive 
clip  art  to  supplement  Net-lt  Now!. 

Key  executives  of  the  company  are 
summarized  on  the  following  page. 
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Net-lt  Software  Key  Executives 


Name 

Title 

Dennis  Ryan 

President  and  CEO 

William  Cook 

VP  Engineering 

Bill  Wathen 

VP  Finance  and  Operations 

Lee  Finck 

VP  Business  Development 

Kevin  Harvey 

Boardmember 

Source:  Net-lt  Software 


Company  Strategy 

Net-lt  Software’s  mission  is  to  provide 
software  that  enables  personal  computer 
users  to  publish  cross-platform,  instantly 
viewable,  interactive  content  for  the  Internet. 

There  is  a strong  need  from  businesses  to 
have  better  solutions  for  publishing  and 
sharing  information  using  their  intranet  and 
publicly-accessible  Internet  Web  servers. 
Challenges  faced  by  these  companies  include: 

• Empowering  nonspecialist  content  creators 

• Embracing  legacy  and  newly-created 
desktop  content 

• Creating  engaging  on-line  content 

• Supporting  a diverse,  nondeterministic  set 
of  systems 

• Accommodating  constraints  in  network 
capacity. 

To  address  these  challenges,  Net-lt  Software 
has  developed  enabling  software  technology 
(jDoc)  and  end  user  productivity  software 
(Net-lt  Now!)  based  on  this  technology. 

Elements  of  the  company’s  strategy  include: 

• Continuing  to  create  applications  using  jDoc 
technology 


• Enabling  other  developers  to  take  advantage 
of  jDoc  technology 

• With  Net-lt  Now!,  the  initial  market  focus 
for  Net-lt  Software  is  average  document 
producers  within  corporate  intranet  and 
small  to  medium-sized  business 
environments.  The  company  is  also 
developing  software  based  on  jDoc  that  will 
help  professional  and  other  sophisticated 
Web  designers  create  lively,  compact 
Internet  sites  more  easily  and  effectively. 

Additionally,  Net-lt  Software  plans  to  foster 
other  jDoc-based  applications  from 
independent  software  vendors  (ISVs)  by 
publishing  an  open  API  to  jDoc. 

Financials 

Although  the  company  was  founded  in  1995, 
Net-lt  Software’s  first  products  shipped  late 
this  year. 

Any  meaningful  revenue  will  come  in  1997 
after  the  first  full  year  of  product  offerings. 

Market  Financials 

The  target  market  for  Net-lt  Software’s 
products  is  document  producers  in  companies 
across  industries. 

Geographic  Markets 

Net-lt  Software’s  products  are  sold  in  the  U.S. 

Employees 

Net-lt  Software  currently  has  16  employees, 
with  approximately  50%  in  research  and 
development. 

Key  Products  and  Services 

Net-lt  Now ! 

Net-lt  Now!,  introduced  in  September  1996, 
enables  Windows  95  and  NT  users  to 
transform  regular  desktop  documents  into 
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universally  and  instantly  viewable,  live  Web 
pages. 


• Users  continue  to  create  documents  in 
familiar  desktop  applications  (word 
processing,  presentation,  graphics,  and 
spreadsheet  software),  then  use  a single  on- 
screen button  to  publish  them  instantly  to 
any  Web  server  without  having  to  do  any 
HTML  programming.  In  addition  to  single 
documents,  users  can  publish  multiple 
documents  from  several  Windows 
applications. 


The  first  collection,  Net-It  Live  Art  for  the 
Classic  Office,  consists  of  interactive  buttons, 
pop-ups,  and  navigation  bars  that  can  be 
customized  and  applied  to  Web  pages  without 
programming.  Net-It  Live  Art  is  available  for 
Windows  95  and  NT  environments  and  is 
available  to  current  Net-It  Now!  customers. 

jDoc 

The  enabling  technology  for  the  company’s 
products  is  jDoc,  a cross-platform  software 
technology  for  displaying,  distributing,  and 
interacting  with  live  Web  pages. 


• The  documents  posted  to  the  Internet  look 
exactly  like  the  originals,  including  rich  text 
formatting  and  graphics. 

• To  enliven  documents  for  on-line  delivery, 
users  can  add  links,  buttons,  interactive 
effects,  and  animation  using  prebuilt  parts 
and  styles. 

• Web  pages  created  with  Net-It  Now!  are 
instantly  viewable  from  virtually  any 
computer.  Using  a standard  Web  browser 
such  as  Netscape  Navigator  or  Microsoft 
Internet  Explorer,  documents  can  be  viewed 
interchangeably  with  other  Web  pages.  Web 
pages  published  with  Net-It  Now!  render 
and  interact  with  equal  fidelity  on  Windows, 
Macintosh,  UNIX,  and  NC  computers. 

• Net-It  Now!  is  available  for  Windows  95  and 
NT  environments.  It  is  priced  at  $99  per 
single-user  license.  It  is  also  available  in  a 
free  30-day  trial  version  on  the  company’s 
Web  site. 

Net-It  Live  Art 

Net-It  Live  Art,  introduced  in  November  1996, 
is  a collection  of  interactive  clip  art  that 
enables  individuals  to  add  engaging  and 
interactive  elements  to  Web  pages  created 
with  Net-It  Now!. 


Built  as  an  extension  to  Sun  Microsystems’ 
Java  platform,  jDoc  supports  the  standard  on- 
screen rendering  capabilities  of  Microsoft 
Windows,  new  interactive  behaviors  that 
enliven  on-line  documents,  and  instant, 
universal  content  access  without  the  need  for 
software  plug-ins  or  add-on  controls. 

The  jDoc  architecture  consists  of  three 
components: 

• jDoc  documents  (or  objects)  contain  all  the 
information  that  describes  the  visual, 
audible,  and  behavioral  attributes  of  a page 
or  objet  within  a page.  This  includes  text, 
graphics,  sounds,  form  fields  with  data 
processing  instructions,  animation,  and 
interactive  controls,  such  as  links,  buttons, 
and  pop-up  menus.  Because  jDoc 
documents  intermix  with  and  can  be 
embedded  as  objects  within  standard  HTML 
documents,  they  are  instantly  accessible  by 
users  of  Web  browsers  such  as  Netscape 
Navigator  and  Microsoft  Internet  Explorer 
on  virtually  any  computer  platform. 

• The  jDoc  player  is  a software  “machine”  that 
executes  jDoc  documents.  Implemented  as 
an  extension  to  Java,  the  jDoc  player  can 
stay  resident  on  a Web  client  or  be 
dynamically  and  transparently  distributed 
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on  demand  from  Web  server  along  with  a 
jDoc  document. 

• The  jDoc  API  (application  programming 
interface)  is  a software  interface  that  allows 
applications  to  save  files  and  objects  in  the 
jDoc  format.  These  files  can  then  be 
executed  by  the  jDoc  player. 

Marketing  and  Sales 

Net-It  Software  markets  its  software  through 

electronic  resellers  such  as  software.net, 

buydirect.com,  and  Egghead  Now! 

Competition 

The  company  considers  its  major  competitors 

to  be: 

• Adobe  Acrobat  /PDF  Formats 

• HTML  conversion  utilities,  such  as  HTML 
Transits  and  Microsoft's  Internet  Assistant 


Assessment 

Net-It  Software  considers  its  strengths  to 

include: 

• The  diverse  technological  background  of  its 
research  team 

• An  early  investment  into  Java  technology 

• The  use  of  jDoc  technology,  which  is 
optimized  for  on-line  content 

• Net-It’s  investor,  Benchmark  Capital 
Partners,  has  a successful  track  record  with 
companies  such  as  PointCast,  Netscape,  and 
America  Online 

Challenges  over  the  coming  year  include: 

• Shipping  new  products  based  on  jDoc 
technology 

• Securing  strategic  alliances  to  raise 
awareness  of  existing  solutions 

• Managing  growth,  from  nominal  revenues  in 
1996  to  a multimillion  dollar  revenue 
stream  in  1997 
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NetManage,  Inc. 


Chairman,  President, 

& CEO:  Zvi  Alon 

10725  North  De  Anza  Boulevard 
Cupertino,  CA  95014 
Phone:  (408)  973-7171 

Fax:  (408)  257-6405 

Internet:  http://www.netmanage.com 


Status:  Public 

Employees:  650  (10/96) 

Revenue:  $125,446,000 

Fiscal  Year  End:  12/31/95 


Key  Points 

• NetManage,  Inc.  is  a leading  provider  of 
standards-based  software  for  the  corporate 
intranet,  including  desktop  applications, 
servers,  development  tools,  and  protocol 
extensions. 

• In  November  1996,  NetManage  announced 
the  availability  of  Chameleon  HostLink  and 
ChameleonNFS/X,  the  newest  products  of 
the  Chameleon  ATX  version  6.0  product 
family. 


• In  October  1996,  NetManage  entered  a 
licensing  agreement  with  Intel  whereby 
NetManage  will  integrate  Intel’s  PC 
ReSerVation  Protocol  (PC-RSVP)  software 
into  its  Chameleon  ATX  products. 

• In  October  1996,  NetManage  released  ECCO 
Pro  4.0,  the  32-bit  version  of  its  personal 
and  workgroup  information  management 
system. 

• In  September  1996,  NetManage  and 
Solutions  Internet  Technilogic  (SIT) 
announced  an  agreement  which  allows  SIT 
to  use  NetManage  technology  in  providing 
applications  and  services  to  customers  in 
Canada  and  Europe. 
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• Also  in  September  1996,  the  company 
announced  that  it  had  signed  a definitive 
agreement  to  acquire  Maximum 
Information,  Inc.,  a developer  and  supplier 
of  World  Wide  Web  management  systems 
and  application  development  tools. 

Company  Description 

NetManage,  founded  in  1990,  develops, 
markets,  and  supports  an  integrated  set  of 
applications,  servers,  and  development  tools 
for  intranet  collaboration,  access, 
development,  and  management  on  the 
Microsoft  Windows,  Windows  95,  Windows 
NT,  and  Mac  OS  platforms. 

The  company’s  products  include  the 
Chameleon  ATX  product  family,  ECCO  Pro, 
Internet  Chameleon,  and  the  Z-Mail 
messaging  family. 

Organization  and  Structure 

NetManage,  headquartered  in  Cupertino 
(CA),  operates  additional  domestic  offices  in 
San  Diego  (CA),  Nashua  (NH),  and  Bellevue 
(WA). 

International  sales  offices  are  in  Suresnes 
(France),  Neufahrn  (Germany),  Haifa  (Israel), 
Tokyo  (Japan),  and  Surrey  (U.K.). 

NetManage’s  subsidiaries  include: 

• NetManage  UK  Ltd.  (England) 

• NetManage  Software  GmbH  (Germany) 

• NetManage,  Ltd.  (Haifa,  Israel) 

• NT’  NetManage  (Yerushalayim),  Ltd. 
(Jerusalem,  Israel) 

• NetManage  Japan  K.K. 

• NetManage  France  S.A. 

• NetManage  (Barbados)  Ltd. 


NetManage’s  key  executives  are  summarized 
below: 


NetManage  Key  Executives 


Name 

Title 

Zvi  Alon 

Chairman,  President  & CEO 

Walt  Amaral 

Chief  Financial  Officer 

Carl  Peede 

SVP,  Worldwide  Marketing 

Bob  Lawton 

SVP.  Engineering 

Pat  Roboostoff 

SVP,  Human  Resources 

Peter  Shaw 

SVP,  Strategic  Relations 

Bob  Williams 

VP,  Corporate  Marketing 

Kurt  Ziegler,  Jr. 

VP,  Host  Access  Products 

Daniel  Putterman 

VP,  Enterprise  Management 
Products 

Udi  Netzer 

VP,  European  Sales 

Company  Strategy 

NetManage’s  marketing  strategy  is  to  be 
identified  as  the  preferred  supplier  of  an 
integrated  set  of  TCP/IP  applications,  servers, 
and  development  tools  for  Microsoft  Windows 
operating  systems. 

As  part  of  its  strategy  to  develop  multiple 
distribution  channels,  NetManage  expects  to 
increase  its  use  of  resellers,  particularly 
value-added  resellers,  systems  integrators, 
and  retailers,  in  addition  to  distributors  and 
OEMs. 

Financials 

NetManage’s  1995  revenue  reached  $125.4 
million,  an  increase  of  76%  over  1994  revenue 
of  $71.5  million.  Net  income  for  1995  was 
approximately  $22.3  million,  compared  to 
$17.8  million  in  1994. 

In  the  five-year  summary  that  follows, 
financials  for  1995,  1994,  and  1993  have  been 
restated  to  reflect  the  pooling-of-interests 
acquisition  of  AGE  Logic,  Inc.  in  November 
1995. 
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NetManage,  inc. 

Five-Year  Financial  Summary  (a) 

($  Millions,  except  per-share  data) 


Fiscal  Year 

Item 

1995 

1994 

1993 

1992 

1991 

Revenue 

$125.4 

$71.5 

$29.1 

$5.0 

$0.4 

• Percent  change  from 
previous  year 

76% 

146% 

N/A 

★ 

N/A 

Income  before  taxes 

$33.8 

$29.2 

$9.3 

N/A 

N/A 

• Percent  change  from 
previous  year 

16% 

* 

N/A 

N/A 

N/A 

Net  income 

$22.3 

$17.8 

$5.7 

$0.86 

$0.1 

• Percent  change  from 
previous  year 

25% 

212% 

N/A 

* 

N/A 

Earnings  per  share 

$0.52 

$0.43 

$0.19 

$0.03 

N/A 

• Percent  change  from 
previous  year 

21% 

126% 

N/A 

N/A 

N/A 

* Increase  is  greater  than  1.000%. 


(a)  Results  for  1995 , 1994,  and  1993  have  been  restated  to  reflect  the  pooling-of-interests  acquisition  of  AGE 
Logic  in  November  1995.  1992  and  1991  results  were  not  restated  because  the  results  of  AGE  were  not 
materially  significant  for  those  years. 


Research  and  development  expenditures 
reached  $23.9  million  (19%  of  revenue)  in 
1995,  compared  to  $11.3  million  (16%  of 
revenue)  in  1994,  an  increase  of  111%. 

Revenue  Analysis  by  Product / Service 

License  fees  were  approximately  $112.0 
million  in  1995,  an  increase  of  73%  over  the 
previous  year.  Services  revenue  rose  97%, 
reaching  $13.4  million. 

A three-year  source  of  revenue  summary  is 
shown  on  the  following  page. 

Interim  Results 

Revenue  for  the  nine  months  ending 
September  30,  1996  reached  $85.2  million,  a 
decrease  of  nearly  10%  from  restated  revenue 


of  $94.2  million  for  the  same  period  a year 
ago. 

• Revenue  for  the  nine-month  period  in  1995 
was  restated  to  reflect  the  pooling-of- 
interests  acquisition  of  AGE  Logic  in 
November  1995. 

• Net  income  for  the  period  was  $6.9  million, 
compared  to  restated  net  income  of  $19.0 
million  for  the  same  period  in  1995. 

Market  Financials 

NetManage’s  revenue  is  derived  primarily 
from  corporate  clients  whose  systems  are 
running  in  the  Microsoft  Windows 
environment. 
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NetManage,  Inc. 

Three-Year  Source  of  Revenue  Summary 

($  Millions) 


Fiscal  Year 

1995 

1994 

1993 

Product/Service 

Revenue 

$ 

Percent  of 
Total 

Revenue 

$ 

Percent  of 
Total 

Revenue 

$ 

Percent  of 
Total 

License  fees 

$112.0 

89% 

$64.7 

90% 

$25.0 

86% 

Services 

13.4 

11% 

6.8 

10% 

4.1 

14% 

Total 

$125.4 

100% 

$71.5 

100% 

$29.1 

100% 

Geographic  Markets  A three-year  geographic  source  of  revenue 

Approximately  79%  of  the  company’s  1995  summary  is  shown  below. 

revenue  was  derived  from  domestic 

operations,  and  the  remaining  21%  from 

international  sources. 


NetManage,  Inc. 

Three-Year  Geographic  Source  of  Revenue  Summary 

($  Millions) 


Fiscal  Year 

1995 

1994 

1993 

Geographic  Market 

Revenue 

$ 

Percent  of 
Total 

Revenue 

S 

Percent  of 
Total 

Revenue 

$ 

Percent  of 
Total 

Domestic  operations  (a) 

$99.2 

79% 

$69.9 

98% 

$29.0 

99% 

European  operations 

14.4 

11% 

1.6 

2% 

0.1 

1% 

Asian  operations 

11.8 

9% 

— 

— 

... 

... 

Total  * 

$125.4 

100% 

$71.5 

100% 

$29.1 

100% 

(a)  Includes  export  revenues  of  approximately  $6.0  million.  $7.2  million,  and  $0.21  million  to  Asia  for  fiscal  years 
1995.  1994.  and  1993.  respectively,  and  $4.6  million,  $5.4  million,  and  $3.9  million  to  other  international 
regions  for  fiscal  years  1995,  1994,  and  1993,  respectively. 


* Difference  due  to  rounding. 


Acquisitions 

In  June  1996,  NetManage  signed  a definitive 
agreement  to  acquire  San  Francisco  (CA)- 
based  Maximum  Information,  Inc.  (Maxlnfo). 


Maxlnfo  is  a developer  and  supplier  of 
World  Wide  Web  management  system  and 
development  tools. 


Page  4 of  9 


©INPUT  1996  Reproduction  prohibited. 


NetManage,  Inc. 
November  1996 


INPUT  Vendor  Profile 


• The  acquisition  includes  IntraChange, 
Maxlnfo’s  new  enterprise  Web  management 
system. 

In  November  1995,  the  company  acquired 
AGE  Logic,  Inc.  for  approximately  833,000 
shares  of  NetManage’s  common  stock. 

• AGE,  headquartered  in  San  Diego  (CA),  is  a 
supplier  of  desktop-to-UNIX  connectivity 
software  and  provides  a family  of  X server 
file  sharing  and  terminal  emulation 
products  for  PC  and  Macintosh  desktops. 

• The  transaction  was  accounted  for  as  a 
pooling  of  interests. 

In  October  1995,  NetManage  acquired  Syzvgv 
Communications,  Inc.  for  approximately 
394,000  shares  of  NetManage’s  common  stock. 

• Syzygy  is  a Scotts  Valley  (CA)-based 
internetworking  communications  software 
company  and  developer  of  interconnection 
and  network  management  software  for 
hardware  and  software  vendors. 

• Syzygy  also  provides  custom  communi- 
cations software  for  commercial  customers. 

• The  transaction  was  accounted  for  as  a 
pooling  of  interests. 

Employees 

As  of  December  31,  1995,  NetManage  had  618 
employees,  segmented  as  follows: 


Marketing,  sales  and  support 268 

Software  development 257 

Production 11 

General  and  administrative 82 

618 


The  company  currently  has  more  than  650 
employees. 


Key  Products  and  Services 

NetManage  develops  and  markets  an 
integrated  set  of  applications  designed  to 
allow  PC  users  to  communicate  across 
networking  environments. 

The  NetManage  product  line  includes  client 
applications,  TCP/IP  network  transport 
software,  server  applications,  and  tools  for 
developers  and  network  managers. 

NetManage’s  products  are  available  wTith 
service  and  support  around  the  world,  24 
hours  a day,  seven  days  a week,  and  in 
several  languages — the  Chameleon  family  is 
available  in  French,  Korean.  Spanish, 

German,  Kanji,  and  English  versions. 

The  company’s  principal  product  line  is 
marketed  under  the  Chameleon  name.  The 
Chameleon  family  of  products  encompasses  a 
suite  of  over  50  integrated  intranet 
applications. 

NetManage’s  key  products  include  the 
following: 

• ChameleonNFS/X  is  a suite  of  UNIX-to- 
Windows,  Windows  95,  and  Windows  NT 
networking  applications  offered  in  six 
internetworking  suites:  host  connectivity,  e- 
mail  and  messaging,  file  and  printer 
sharing,  Internet  access,  workgroup 
collaboration,  and  desktop  management. 

- This  product  includes  NFS  client  and 
server  software  as  well  as  an  LPR  print 
client  and  an  LTD  print  server. 

- ChameleonNFS/X  contains  a complete  set 
of  terminal  emulators  for  TCP/IP, 
providing  an  XIIR6. 1-compliant  X Server 
for  accessing  UNIX  hosts  and  TN3270  and 
TN5250  terminal  emulators  for  accessing 
IBM  hosts. 
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- ChameleonNFS/X  has  an  SNMP  agent  and 
the  new  Policy  Management  Architecture, 
which  allows  PCs  and  their  applications  to 
be  managed  and  controlled  remotely. 

• ChameleonNFS  for  Mac  OS  is  an  integrated 
desktop  suite  providing  Mac  OS  users  with 
a set  of  standards-based  intranet  and 
Internet  connectivity  applications,  including 
terminal  emulation  tools,  drag-and-drop  file 
transfer,  remote  access  services,  and 
standards-based  file  sharing. 

• Xo ft  Ware  for  Mac  OS  is  NetManage’s  X 
Window  system  software  and  network 
application  package  for  Mac  OS-based 
systems. 

- XoftWare  for  Mac  OS  allows  users  to 
concurrently  access  and  display  Macintosh 
applications  and  network-based  UNIX 
applications. 

- XoftWare  for  Mac  OS  allows  users  to 
exchange  text  and  graphics  between  the 
two  environments  using  cut-and-paste 
operations. 

- XoftWare  for  Mac  OS  now  ships  with 
enhanced  Internet  functionality,  including 
Web  browsing,  FTP,  and  Telnet 
capabilities. 

• Chameleon  HostLink  is  a terminal  and 
printer  emulation  suite  for  Windows  PCs 
that  provides  16-  or  32-bit  terminal  and 
printer  emulation  for  TCP/IP,  SNA,  and 
asynchronous  connections. 

- Included  is  the  functionality  needed  for 
departmental  and  enterprise  access  to 
IBM  mainframe,  AS/400,  and  VMS/UNIX 
hosts  from  Microsoft  Windows  3.1, 
Windows  95,  and  Windows  NT  desktops. 


- HostLink  also  includes  an  integrated  suite 
of  more  than  50  intranet  and  Internet 
connectivity  applications  for  e-mail  and 
messaging,  workgroup  collaboration,  file 
and  printer  sharing,  Internet  access,  and 
desktop  management. 

• NEWTWatch  is  a suite  of  desktop 
management  applications  running  on 
Windows  platforms  using  open  standard 
protocols.  Built  on  TCP/IP,  SNMP,  and 
NetManage’s  SNMP  agent  technologies, 
NEWTWatch  allows  administrators  to 
distribute  or  back  up  software,  troubleshoot 
desktop  problems,  and  perform  software  and 
hardware  inventory  and  remote  monitoring 
of  applications  on  the  desktop. 

• ECCO  Pro  is  a cross-Windows  workgroup 
information  manager  that  enables 
collaboration,  group  scheduling,  and 
synchronization  of  shared  information. 
ECCO  Pro  features  calendar,  phone  book, 
and  project  management  tools  together  with 
a cross-reference  ability,  providing  users 
with  access  to  projects,  conversation  notes, 
and  action  items. 

• Internet  Chameleon  is  a “beginning-to-end” 
Internet  solution  designed  for  mobile 
professionals  who  need  to  access  and 
organize  information  from  around  the  world. 
Internet  Chameleon  offers  a connectivity 
suite  including  WebSurfer,  Gopher,  Archie, 
Telnet,  FTP,  e-mail,  NEWT  Shooter,  NEWT 
News,  and  Internet  Address  Book  with  over 
2,000  Internet  Web,  Gopher,  and  FTP  hot 
sites. 

• IntraChange™  is  an  enterprise-wide 
infrastructure  beta  product  expected  to  ship 
in  the  first  quarter  of  1997.  IntraChange’s 
Web  content  management  system  features 
multiuser  access  to  Web  content  and  code, 
secure  scalable  repository,  projects  control, 
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link  validation,  reporting  and  auditing,  and 
publishing  options. 

• IntraNet  Server  is  a standards-based 
collaboration  platform  for  workgroups  using 
Windows  NT.  It  features  the  IntraNet 
Forum  Server,  an  NNTP-based  server  for 
hosting  secured  internal  threaded 
discussions.  Other  servers  include  DNS, 
Web,  NFS,  LPD,  Directory,  and  the  PC 
NetTime  servers. 

E-Mail  and  Messaging 

• Z-Mail ™ Messaging  Family  is  an  e-mail 
client  built  upon  Internet  standards.  Z-mail 
provides  multiplatform  messaging 
delivering  support  for  all  Windows 
platforms,  Mac  OS,  and  UNIX  operating 
systems. 

• Z-Mail  Pro  is  an  open-systems  mail  client 
offering  on-line  HTML  viewing  and 
composition  and  support  for  the  IMAP4 
standard.  It  can  be  integrated  with  the 
ECCO  Pro  personal  information  manager 
and  NetManage’s  Forum  network  news 
reader  application. 

• Post-Office  is  a secure  mail  server  for  the 
enterprise  network.  Configuration  of  the 
server  only  requires  an  administrator  to  edit 
or  fill  in  a form  via  a Web  browser. 

Post. Office  is  multithreaded,  allowing 
multiple  concurrent  connections,  minimizing 
e-mail  traffic  bottlenecks. 

• JetMail  Server  is  a messaging  server 
designed  for  small  organizations.  Its 
features  include  the  ability  to  funnel 
multiple  company  e-mail  addresses  through 
a single  Internet  dial-up  POP  account,  to 
consolidate  multiple  external  e-mail 
accounts  to  a single  local  account,  and  to 
schedule  dial-up  services  to  multiple 
destinations  for  mail  retrieval  and  sending. 


Development  Tools 

• NEWT-SDK  is  a set  of  developer  tools  for 
creating  TCP/IP  Windows  network 
applications.  NEWT-SDK  allows  developers 
to  develop  and  create  network  applications 
for  Windows  without  learning  the  details  of 
communication  protocols. 

• WinSock  SDK  for  Mac  OS  is  a WinSock  API 
that  gives  developers  a tool  for  porting  their 
WinSock-based  applications  from  Windows 
to  the  Mac  OS  platform. 

• Internet  Control  Pack,  jointly  developed  by 
NetManage  and  Microsoft,  is  a set  of  tools 
that  allows  developers  to  integrate  Internet 
functionality  into  their  development 
projects.  The  Internet  Control  Pack  works 
with  all  Microsoft  enhanced  ActiveX 
Controls  and  Microsoft  development  tools 
such  as  Microsoft  Visual  Basic,  Visual  C++, 
Visual  FoxPro,  and  Access. 

Clients 

NetManage’s  products  are  used  by  90%  of  the 
Fortune  100  companies,  totaling  more  than 
30,000  organizations  worldwide. 

Marketing  and  Sales 

NetManage’s  products  are  marketed  and  sold 
in  the  U.S.  and  internationally  through  its 
domestic  sales  force,  sales  personnel  of  wholly 
owned  subsidiaries,  international  distributors, 
and  authorized  channel  partners. 

In  the  U.S.,  NetManage  combines  a promotion 
and  advertising  program  with  direct  sales 
through  a telephone-based  sales  force, 
assisted  by  designated  personnel  assigned  to 
the  needs  of  major  accounts. 

In  international  markets,  NetManage 
supports  its  sales  operations  in  targeted 
countries  through  localization  of  products  and 
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sales  material,  local  training,  and 
participation  in  local  trade  shows. 

Alliances 

In  November  1996,  NetManage  and  Softway 
Systems,  Inc.  entered  into  a multi-year  OEM 
agreement.  Softway  is  a provider  of  UNIX 
technology  for  Windows  NT,  and  has 
incorporated  the  NetManage’s  X Window 
server  from  ChameleonNFS/X  into  its 
OPENNT  product  family. 

In  October  1996,  NetManage  and  Intel 
entered  into  a licensing  agreement  for  the 
integration  of  Intel’s  PC  ReSerVation  Protocol 
(PC-RSVP)  software  into  NetManage’s 
Chameleon  ATX  products. 

In  September  1996,  NetManage  announced  a 
cross-licensing  agreement  with  Trend  Micro 
Incorporated  whereby  NetManage  will 
incorporate  Trend  Micro’s  virus  protection 
software  into  its  Chameleon  ATX  family  of 
intranet  applications.  Trend  Micro  will  in 
turn  use  NetManage’s  ActiveX  controls  to 
enable  its  customers  to  update  virus  checking 
software  via  the  Internet. 

In  September  1996,  NetManage’s  products 
became  the  first  Windows  95  TCIP/IP 
solutions  approved  by  AT&T  Wireless 
Services  for  use  with  its  Cellular  Digital 
Packet  Data  (CDPD)  called  AT&T  Wireless 
Packet  Data  Service. 

In  August  1996,  NetManage  and  Ascend 
Communications  entered  into  a strategic 
partnership  to  co-brand  a custom  version  of 
NetManage’s  Chameleon  IntraNet  application 
suite,  bundle  it  with  selected  Ascend  MAX 
and  Pipeline  products,  and  make  it  available 


to  Ascend’s  customers,  the  agreement  also 
includes  future  plans  for  more  extensive  joint 
development  and  technology-sharing  . 

In  June  1996,  NetManage  licensed  its  ActiveX 
Internet  Control  Pack  to  Borland 
International  for  incorporation  into  Borland’s 
Delphi  Rapid  Application  Development  (RAD) 
tool. 

NetManage  and  Macromedia  have  an  alliance 
whereby  NetManage’s  Chameleon  family  of 
Windows  and  Macintosh  intranet  software  is 
bundled  with  Macromedia’s  Shockwave 
multimedia  Web  browser  plug-in. 

Macromedia  has  also  been  licensed  to 
distribute  NetManage’s  new  WebSurfer  5.0 
Web  browser  with  Macromedia  Director. 

NetManage  and  Hewlett-Packard  have  a 
licensing  agreement  whereby  HP  offers  the 
NetManage  Client  Services  (NMCS)  software 
package  as  part  of  the  HP  Broadband  Internet 
Delivery  System. 

NetManage  and  Microsoft  have  a licensing 
agreement  for  NetManage  to  embed 
Microsoft’s  Visual  Basic  into  NetManage’s 
Chameleon  IntraNet  desktop  products. 

Competition 

NetManage  competes  directly  with  providers 
of  Windows  inter-networking  applications  for 
the  TCP/IP  protocol  such  as  FTP  Software, 
IBM,  Microsoft,  Netscape,  Novell,  and  Sun 
Microsystems. 

The  company  also  competes  with  providers  of 
host  access  software  such  as  Attachmate,  Wall 
Data,  Hummingbird  Communications,  and 
WRQ. 
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INPUT  Assessment 

NetManage’s  strengths  include: 

• An  assortment  of  products  for  the  growing 
intranet  market 

• An  installed  base  in  a majority  of  the 
Fortune  100  companies 

• The  industry  experience  of  company 
management 


• A close  relationship  with  Microsoft  in  the 
development  of  ActiveX-based  applications 

Challenges  for  the  future  include: 

• Maintaining  a leadership  position  in  the 
increasingly  competitive  intranet  market 

• Leveraging  the  company’s  affiliation  with 
Microsoft  into  new  product  opportunities 

• Managing  rapid  growth 


NetManage,  Inc. 
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Netscape  Communications 
Corporation 


Chairman:  James  H.  Clark 

President  & CEO:  James  L.  Barksdale 
501  East  Middlefield  Road 
Mountain  View,  CA  94043 
Phone:  (415)254-1900 

Fax:  (415)528-4124 

Internet:  http://home.netscape.com 


Status:  Public 

Employees:  725  (3/96) 

Revenue:  $80,656,000 

Fiscal  Year  End:  12/31/95 


Key  Points 

• Netscape  provides  open  software  for  linking 
people  and  information  over  enterprise 
networks  and  the  Internet. 

• Netscape  is  one  of  the  fastest  growing 
software  companies  in  its  first  full  year  of 
operation,  having  achieved  $80.7  million  in 
revenue  for  1995,  up  from  $1.4  million  for 
1994  (the  company  started  shipping  its  first 
products  in  December  1994). 


• By  the  end  of  1995,  more  than  70%  of 
Fortune  100  companies  were  Netscape 
customers. 

• Netscape  is  experiencing  significant 
acquisition  activity.  In  November  1995,  the 
company  acquired  Collabra  Software, 
helping  Netscape  extend  its  product 
offerings  into  the  collaboration  and 
messaging  market.  Since  the  beginning  of 
1996,  Netscape  has  announced  plans  to 
acquire  three  companies — InSoft,  Paper 
Software,  and  Netcode  Corporation. 

• Netscape  and  GE  Information  Services  have 
established  a joint  venture — Actra  Business 
Systems  L.L.C. — that  will  develop  and 
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market  software  for  Internet -based 
business-to-business  electronic  commerce. 

• Netscape  has  significantly  expanded  its 
international  presence  over  the  past  six 
months  by  opening  offices  in  France, 
Germany,  Ireland,  and  the  U.K. 

• In  January  1996,  Netscape  stockholders 
approved  a two-for-one  stock  split  of 
Netscape  common  stock. 

Company  Description 

Netscape  develops,  markets  and  supports  open 
client  and  server  software,  commercial 
applications,  and  development  tools  that  link 
people  and  information  over  the  Internet  and 
private  transmission  protocol/Intemet  protocol 
(TCP/IP)  networks  or  “Intranets.” 

• From  its  inception  on  April  4,  1994  to 
September  30,  1994,  Netscape’s  operating 
activities  related  primarily  to  recruiting 
personnel,  raising  capital,  purchasing 
operating  assets,  and  performing  research 
and  development. 

• Netscape’s  first  product — the  Netscape 
Navigator — was  introduced  in  December 
1994. 

• The  company  currently  offers  four  product 
families — Netscape  Navigator  clients, 
Netscape  servers,  Netscape  development 
tools,  and  Netscape  commercial  applications. 

• Netscape  delivers  its  software  and  services 
through  multiple  distribution  channels, 
including  a direct  sales  force,  telesales  and 
the  Internet,  as  well  as  through  OEMs, 
systems  integrators,  VARs,  and  software 
retailers. 

To  accelerate  the  acceptance  of  its  products 
and  facilitate  the  adoption  of  the  Internet  as  a 
commercial  marketplace,  Netscape  has  also 


entered  into  agreements  with  a range  of 
telecommunications,  commerce  and  computing 
companies  with  complementary  resources  and 
technologies. 

Organization  and  Structure 

Netscape’s  key  executives  are  listed  below: 


Netscape  Key  Executives 


Name 

Title 

James  H.  Clark 

Chairman 

James  L.  Barksdale 

President  and  CEO 

Marc  L.  Andreessen 

VP  Technology 

Noreen  G.  Bergin 

VP  and  Corporate  Controller 

Peter  L.S.  Currie 

VP  and  CFO 

Larry  K.  Geisel 

VP  and  CIO 

Eric  A.  Hahn 

VP  Enterprise  Technology 

Conway  Rulon-Miller 

VP  Sales  and  Field 
Operations 

Michael  J.  Homer 

VP  Marketing 

Roberta  R.  Katz 

VP,  General  Counsel  and 
Secretary 

Richard  M.  Schell 

VP  Product  Development 

James  C.J.  Sha 

VP  Product  Development 

Kandis  Malefyt 

VP  Human  Resources 

Netscape  has  international  subsidiaries  in 
Japan,  France,  Germany,  Ireland,  and  the 
U.K.  During  1996,  Netscape  plans  to 
establish  a presence  in  other  European 
markets  and  other  Pacific  Rim  countries. 

Company  Strategy 

Netscape’s  goal  is  to  make  its  software  the  de 
facto  standard  for  publishing  information  and 
executing  transactions  on  the  Internet  and 
private  IP  networks. 

Netscape’s  strategy  is  to  enable  enhanced 
communications  and  electronic  commerce  by 
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developing  and  offering  industry-leading 
software  and  services.  This  strategy  includes 
the  following  elements: 

• Offering  a complete  suite  of  easy-to-use, 
high-performance,  secure  software  with 
multiplatform  support 

• Leveraging  relationships  with  leading 
strategic  partners  (technology  partners, 
telecommunications/network  services 
companies,  and  banks  and  transaction 
processing  companies)  to  accelerate 
acceptance  of  Netscape  products  and 
facilitate  the  adoption  of  the  Internet  as  a 
communications  network  and  a commercial 
marketplace 

• Supporting  and  enhancing  industry 
standards 

• Developing  multiple  distribution  channels, 
including  direct  sales;  indirect  sales  through 
OEMs,  systems  integrators,  VAfts,  and 
software  retailers;  and  Internet  distribution 


• Sustaining  industry  leading  technical  and 
management  teams 

In  the  first  quarter  of  1996,  Netscape 
announced  two  technology  initiatives  to  bring 
additional  multimedia  capabilities  and 
interactivity  to  users  on  the  Internet  and 
Intranets: 

• The  Netscape  LiveMedia  framework,  for 
bringing  real-time  audio  and  video  to  the 
Netscape  platform 

• Netscape  Live3D,  for  integrating  rich  3-D 
graphics  in  Netscape  software 

Financials 

Netscape’s  1995  revenue  reached 
approximately  $80.6  million,  compared  to  $1.4 
million  for  1994  (from  the  company’s  inception 
in  April  1994  through  the  end  of  1994). 

In  the  two-year  summary  that  follows, 
financials  have  been  restated  to  reflect  the 
pooling-of-interests  acquisition  of  Collabra 
Software  in  November  1995. 


Netscape  Communications  Corporation 
Two-Year  Financial  Summary 
($  Millions,  except  per  share  data) 


Fiscal  Year 

1/1/95- 

4/4/94- 

Item 

12/31/95 

12/31/94 

Revenue 

- Product  revenue 

$73.2 

$1.1 

- Service  revenue 

7A 

03 

$80.6 

$1.4 

Income  (loss)  before  taxes  (a) 

$(2.9) 

$(11.9) 

Net  income  (loss) 

$(3.4) 

$(11.9) 

Earnings  (loss)  per  share 

$(0.09) 

$(0.35) 

(a)  Includes  $2  million  in  merger-related  charges  associated 


with  the  acquisition  of  Collabra  Software. 


Netscape  Communications  Corporation 
May  1996 


©INPUT  1996.  Reproduction  prohibited. 


Page  3 of  1 1 


INPUT  Vendor  Profile 


Net  losses  of  $3.4  million  for  1995  include  a 
one-time  charge  of  $2  million  related  to  the 
acquisition  of  Collabra  Software.  Excluding 
these  one-time  charges,  Netscape’s  net  loss  for 
the  year  was  $1.4  million  ($0.04  per  share). 

• Research  and  development  expenses  were 
approximately  $24.9  million  in  1995, 
compared  to  $3.7  million  for  1994. 

• Sales  and  marketing  expenses  were  $39.5 
million  in  1995,  compared  to  $4.5  million  in 

1994. 

• General  and  administrative  expenses  were 
$10.0  million  in  1995,  compared  to  $2.5 
million  in  1994. 

Revenue  Analysis  by  Product  / Service 
Approximately  91%  ($73.2  million)  of 
Netscape’s  1995  revenue  was  derived  from 
software  products  and  9%  ($7.4  million)  from 
services,  including  software  maintenance  and 
support,  consulting  services,  training,  and 
advertising  space. 

• Netscape  Navigator  and  related  client 
products  accounted  for  approximately  59% 
($47.5  million)  of  Netscape’s  total  revenue  in 

1995. 

• Licenses  of  Netscape’s  server  and 
Commercial  Applications  software  accounted 
for  31%  ($25  million)  of  the  company’s  total 
revenue  in  1995. 

• Netscape  Navigator,  Netscape  Commerce 
Server,  and  Netscape  Communications 
Server  account  for  the  majority  of  the 
company’s  product  revenues,  although 
Commercial  Applications  revenues  are 
continuing  to  grow. 

Interim  Results 

Revenue  for  the  three  months  ending  March 
31,  1996  reached  $55  million,  compared  to 


$5.4  million  for  the  same  period  in  1995.  Net 
income  for  the  quarter  was  $4.7  million, 
compared  to  net  losses  of  nearly  $3.9  million 
for  the  same  period  a year  ago. 

Market  Financials 

Netscape’s  target  markets  are  the  Internet 
commerce,  enterprise,  and  individual  PC  user 
markets. 

• Internet  Commerce — Netscape  believes  that 
many  major  corporations  will  begin  to 
publish  information  and  offer  products  and 
services  for  sale  on  the  Internet,  including 
telecommunications  companies,  information 
service  providers,  mail  order  and  traditional 
retailers,  publishers,  and  financial  service 
providers. 

• Enterprise  Market — Medium  and  large 
organizations,  particularly  those  with 
geographically  dispersed  employees,  are 
expected  to  increasingly  use  the  Internet  in 
conjunction  with  private  IP  networks  to 
facilitate  internal  communications. 

• Individual  PC  Users — The  popularity  of  on- 
line information  services  as  well  as  home 
shopping  services  suggest  that  the  home 
market  for  commercial  applications  on  the 
Internet  will  be  substantial. 

Geographic  Markets 

Approximately  82%  ($66.2  million)  of 
Netscape’s  1995  revenue  was  derived  from  the 
U.S.,  12%  from  Europe,  5%  from  the  Far  East, 
and  1%  from  other  international  sources. 

• International  revenues  continue  to  increase 
each  quarter,  due  primarily  to  increased 
sales  and  marketing  efforts  in  Europe  and 
Japan. 

• The  company  has  introduced  localized 
versions  of  Netscape  Navigator  for  Japan, 
Germany,  and  France. 
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Acquisitions 

In  April  1996,  Netscape  completed  the 
acquisition  of  InSoft,  Inc.  of  Mechanicsburg 
(PA)  for  1.96  million  shares  of  Netscape  stock. 
The  acquisition  will  be  accounted  for  as  a 
pooling  of  interests. 

• InSoft  provides  network-based 
communications  and  collaborative 
multimedia  software  for  the  enterprise. 

• The  acquisition  serves  as  the  cornerstone  of 
the  Netscape  LiveMedia  framework  for 
bringing  real-time  audio  and  video  to  the 
Netscape  open  software  platform. 

In  March  1996,  Netscape  announced  plans  to 
acquire  Netcode  Corporation. 

• Netcode  created  a Java-based  object  toolkit 
and  visual  interface  builder  for  developing 
Java  applications. 

• The  acquisition  will  be  accounted  for  as  a 
pooling  of  interests  and  is  expected  to  close 
during  the  second  quarter  of  1996. 

In  February  1996,  Netscape  signed  a 
definitive  agreement  to  acquire  Paper 
Software,  Inc.  of  Woodstock  (NY). 

• Paper  Software  provides  distributed  three- 
dimensional  graphics  and  maker  of  WebFX 
VRML  software. 

• The  acquisition  will  be  accounted  for  as  a 
pooling  of  interests  and  is  expected  to  close 
during  the  second  quarter  of  1996. 

In  March  1996,  Netscape  acquired  an  equity 
position  in  Voxware,  a privately  held 
developer  of  voice  processing  software  for 
Internet,  multimedia,  computing  and 
communication  applications. 


• The  investment  follows  the  announcement 
that  Netscape  has  licensed  key  elements  of 
Voxware’s  digital  voice  technology,  including 
the  Voxware  RT24  compressor/decompressor 
and  ToolVox  for  the  Web  for  incorporation 
into  the  Netscape  LiveMedia  framework. 

• Terms  of  the  investment  were  not  disclosed. 

In  November  1995,  Netscape  acquired 
Collabra  Software,  Inc.  of  Mountain  View  (CA) 
for  approximately  1.85  million  shares  of 
Netscape  common  stock  (3.7  million  after 
January  1996  stock  split).  The  acquisition 
was  accounted  for  as  a pooling  of  interests. 

• Collabra  develops  collaborative  computing 
software  products.  Its  key  product  is 
Collabra  Share. 

• Collabra,  with  approximately  40  employees 
at  the  time  of  the  acquisition,  generated 
approximately  $4.7  million  in  revenue  and 
net  losses  of  $3.0  million  during  1995. 

• Collabra  operates  as  a wholly  owned 
subsidiary  of  Netscape. 

Employees 

As  of  December  31,  1995,  Netscape  had  more 
than  500  employees.  As  of  March  31,  1996, 
the  company  had  725  employees. 

Key  Products  and  Services 

Netscape  currently  offers  four  software 
product  families — Netscape  Navigator  clients, 
Netscape  server  software,  Netscape 
development  tools,  and  Netscape  commercial 
applications. 

Netscape  Navigator  Family 
The  Netscape  Navigator  product  line  allows 
users  to  exchange  information  and  participate 
in  commerce  on  the  Internet. 


Netscape  Communications  Corporation 
May  1996 


©INPUT  1996.  Reproduction  prohibited. 


Page  5 of  1 1 


INPUT  Vendor  Profile 


• Netscape  Navigator  features  a point-and- 
click  graphical  user  interface  that  enables 
users  to  navigate  the  Internet’s  array  of 
networked  resources. 

• Netscape  Navigator  integrates  all  major 
Internet  functions,  bringing  Web  exploring, 
E-mail,  newsgroups,  chat,  and  file  transfer 
protocol  together  into  an  integrated  package. 

• In  addition,  Netscape  Navigator  provides  a 
platform  for  live  on-line  applications, 
supporting  Live  Objects  and  other 
interactive  multimedia  content  such  as  Java 
applets,  frames,  and  Netscape  on-line  plug- 
ins. 

Netscape  offers  the  following  versions  of 

Netscape  Navigator: 

• Netscape  Navigator  LAN  Edition  is  intended 
for  users  who  already  have  TCP/IP 
connections  to  the  Internet  or  Intranets.  It 
is  available  for  Microsoft  Windows,  Apple 
Macintosh,  and  various  UNIX  platforms.  It 
is  compatible  with  standard  TCP/IP 
implementations  on  these  platforms. 

• Netscape  Navigator  Personal  Edition  is 
intended  for  companies  and  individuals 
without  direct  TCP/IP  connections  who  want 
dial-up  access  to  the  Internet.  It  includes  a 
TCP/IP  stack,  an  implementation  of  the 
Point  to  Point  Protocol  and  a dialer.  It 
features  automatic  access  to  a choice  of 
Internet  service  providers. 

• Netscape  Navigator  Gold,  currently 
available  for  trial  in  beta  format  and 
expected  to  be  commercially  available  by 
mid-1996,  includes  the  standard  features  of 
Netscape  Navigator  and  adds  a WYSIWYG 
editor  that  allows  a user  to  create  and 
publish  live,  on-line  Web  pages  in  one 
integrated  program. 


• Netscape  Power  Pack  is  a set  of  add-on 
applications  that  extends  the  capabilities  of 
Netscape  Navigator  for  Windows.  Netscape 
SmartMarks™  enables  Netscape  Navigator 
users  to  collect,  organize,  and  monitor  their 
favorite  Internet  addresses  easily.  Netscape 
Chat™  allows  Internet  users  to  participate 
in  real-time  chat  forums  using  Netscape 
Community  System™  software  or  industry- 
standard  Internet  Relay  Chat  (IRC). 
Netscape  Power  Pack  also  contains 
multimedia  add-on  applications  from  Adobe 
Systems. 

Netscape  Server  Family 

Netscape  server  products  allow  corporations 
and  small  businesses  to  communicate  and 
conduct  commercial  operations  over  networks. 
The  products  offer  basic  communications 
services,  security,  administration,  and  other 
capabilities  necessary  for  implementing  and 
operating  Web  server  sites,  E-mail  or 
newsgroups,  or  seamless  TCP/IP-based 
communication  solutions. 

Netscape  server  products  include  the 
following: 

• Netscape  Communications  Server™, 
available  for  UNIX  and  Windows  NT, 
enables  organizations  to  publish  hypermedia 
information  on  the  Internet.  Users  can  post 
a variety  of  information  on  the  Internet, 
including  product  information,  corporate 
news  bulletins,  and  customer  support  and 
service  information.  In  addition,  companies 
can  collect  customer  input,  conduct  market 
research,  and  fulfill  requests  for  information 
using  an  interactive  forms  capability. 

• Netscape  FastTrack  Server,  the  next 
generation  of  the  Netscape  Communications 
Server,  is  currently  available  in  beta  version 
and  is  expected  to  be  commercially  available 
by  mid-1996.  Netscape  FastTrack  Server  is 


Page  6 of  1 1 


Netscape  Communications  Corporation 

©INPUT  1996.  Reproduction  prohibited.  May  1996 


INPUT  Vendor  Profile 


designed  to  be  an  easy-to-use,  entry-level 
Web  service  than  enables  non-programmers 
to  create  and  manage  a Web  site. 

• Netscape  Commerce  Server™,  available  for 
UNIX  and  Windows  NT  environments,  is 
high-performance  server  software  for 
conducting  electronic  commerce  and 
communications  on  the  Internet  and 
Intranets.  It  can  also  be  used  to  manage 
communications  across  departments  within 
an  enterprise. 

• Netscape  Enterprise  Server  is  currently 
available  in  beta  version  and  expected  to  be 
commercially  available  by  mid- 1996  as  the 
next  generation  of  the  Netscape  Commerce 
Server.  It  is  a high-performance  Web  server 
for  creating,  managing,  and  intelligently 
distributing  information  throughout  an 
enterprise  or  across  the  Internet.  It  is  an 
open  platform  for  developing  and  serving 
live,  on-line  applications  using  next- 
generation  development  tools  based  on  Java 
and  JavaScript. 

• Netscape  Mail  Server™  is  server  software 
that  enables  the  transport  of  E-mail  and 
messages  within  an  Intranet  and  over  the 
Internet.  It  complies  with  HTML  and  other 
standard  document  formats. 

• Netscape  News  Server™  allows  users  to 
create  public  and  private  discussion  groups 
for  access  over  the  Internet  and  Intranets. 

• Netscape  Proxy  Server™  is  designed  to 
improve  the  performance  and  security  of 
communications  across  a TCP/IP  network. 

It  provides  secure  Internet  access  for 
corporate  users  behind  a firewall. 

• Netscape  Catalog  Server  is  currently 
available  in  beta  version  and  is  expected  to 
be  commercially  available  by  late  1996.  It  is 
a new  class  of  server  software  that 


automatically  builds  and  maintains  a 
common  directory  of  resources,  cataloging 
and  indexing  information  so  users  can  locate 
and  access  it  regardless  of  where  the 
information  is  stored  on  Intranets. 

Netscape  Commercial  Applications 

Netscape  commercial  applications  are 
designed  to  enable  organizations  to  conduct 
electronic  commerce  on  the  Internet.  These 
applications  address  different  business  needs, 
including  the  presentation  of  multimedia 
formats,  support  for  large  numbers  of 
merchants  and  products,  the  need  for  real- 
time data  management,  support  for  special 
communities  of  interest,  and  automation  of 
high  volumes  of  on-line  transactions. 

All  commercial  applications  use  the  Netscape 
Commerce  Server,  which  provides  data 
encryption,  and  are  listed  below. 

• Netscape  Merchant  System™  enables  large 
retailers  or  merchants  to  create  and  manage 
virtual  storefronts. 

• Netscape  Publishing  System™  is  designed 
for  publishers  who  want  to  create 
subscription-based  on-line  publications.  It 
provides  publishers  with  integrated  software 
for  organizing,  customizing,  and  delivering 
text,  graphics,  audio,  or  video  to  Internet 
users.  It  also  provides  billing  models,  access 
control,  and  integrated  credit  card 
authorization  and  billing  mechanisms. 

• Netscape  Community  System™  gives 
organizations  the  ability  to  create  and  foster 
virtual  communities  based  on  shared 
interests.  It  supports  E-mail,  real-time  chat 
services,  and  private  discussion  groups. 

• Netscape  I-Store™  provides  the  commercial 
data  management,  on-line  credit  card 
authorization,  billing,  and  order  processing 
capabilities  required  for  a single  merchant  to 
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build  and  manage  a virtual  storefront  on  the 
Internet. 

Netscape  Development  Tools 

Netscape’s  development  tools,  which  are 
currently  in  beta  testing,  allow  developers  to 
create  and  manage  live  on-line  applications 
that  combine  multimedia  content  with 
application  logic  and  database  connectivity. 

Netscape  LiveWire,  scheduled  for  availability 
in  mid- 1996,  is  a visual  application 
development  tool  for  creating  live  on-line 
applications  and  managing  Web  sites. 

Netscape  LiveWire  Pro  adds  database 
connectivity  to  the  Netscape  LiveWire 
environment  for  information  management  and 
integration  with  existing  databases. 

Collabra  Share 

Collabra  Share,  acquired  with  Collabra 
Software  in  late  1995,  is  a group  conferencing 
product  to  make  teams  more  effective, 
collaboration  more  affordable,  and 
organizational  learning  automatic. 

• Collabra  Share  forums  provide  a place  to 
discuss  key  issues,  solicit  input, 
communicate  decisions,  and  store  important 
documents.  It  allows  users  to  participate  in 
virtual  meetings  that  break  down  barriers  of 
time,  distance,  and  organization. 

• Popular  applications  include  product 
development,  help  desks,  customer  service, 
reengineering,  project  management,  task 
forces,  ISO  9000,  company  announcements, 
and  human  resources. 

• Collabra  Share  also  offers  connectivity  to  a 
range  of  other  products  and  technologies 
with  Collabra  Share  Agents.  These  agents 
include  links  to  other  information  sources 
such  as  Internet  Newsgroups,  Lotus  Notes, 
on-line  news  feeds,  E-mail  participants,  and 


replication  across  the  entire  company  or  to 
other  partners. 

Services 

Support  programs  provided  by  Netscape 

include  the  following: 

• Netscape  HelpDesk  Support:  Netscape 
offers  an  annual  support  program  for 
organizations  that  need  to  support  a large- 
scale  deployment  of  Netscape  Navigator 
software  internally  and  for  authorized  VARs 
and  systems  integrators  providing  direct 
support  to  their  customers.  Services  include 
access  to  technical  experts,  support  and 
training  materials,  support  tools,  call 
histories,  maintenance  releases,  and 
software  updates. 

• Netscape  Consultation  Support:  Netscape 
offers  support  through  a toll-free  telephone 
number  on  a time-and-materials  basis  to 
individuals  and  small  groups  using  Netscape 
Navigator  software.  Services  include  on-line 
technical  support  and  bug  fixes  or  software 
releases  as  required. 

• Netscape  Server  Annual  Support:  Netscape 
offers  an  annual  support  program  targeted 
at  system  administrators  who  have  licensed 
Netscape  servers.  Services  are  similar  to 
those  in  Netscape  HelpDesk  Support,  but 
are  oriented  toward  the  Netscape  server 
software. 

• Netscape  Premium  Support:  Netscape  offers 
medium-sized  and  large  organizations  and 
strategic  partners  24-hour  support,  partner- 
specific  training  and  consulting,  on-line 
access  to  support  information,  and  early 
access  to  new  software  releases. 

• Consulting  services  are  provided  by 
Netscape  for  particularly  complex 
application  design,  integration,  and 
installation.  These  services  are  provided  at 
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negotiated  rates  and  typically  include  on-site 
support  during  the  installation  process  by 
Netscape  engineers. 

• Training:  Includes  hands-on  courses  and 
materials  to  resellers  and  users  covering 
installation,  configuration,  and 
troubleshooting.  Other  courses  cover 
security  and  encryption,  user  support,  data 
loading  and  content  creation,  HTML  user 
interface  design,  HTML  template  scripting, 
and  integration  with  the  database. 

• Advertising  space  is  provided  on  Netscape’s 
most  frequently  visited  Web  pages  to 
advertisers  to  display  their  logo  or  message 
on  a hyperlinked  button  with  access  to  their 
Web  site.  Netscape  charges  a monthly  fee 
for  the  advertising  spots  which  varies 
depending  on  the  specific  page  location  and 
the  number  of  visits  to  the  page. 

Marketing  and  Sales 

Netscape’s  marketing  strategy  includes: 

• Marketing  on  the  Internet 

• Target  marketing,  focusing  direct  marketing 
efforts  on  new  electronic  merchants, 
companies  publishing  on  the  Web,  and 
decision  makers  using  the  Internet  for 
internal  use  in  medium  and  large 
enterprises 

• Marketing  to  PC  users  in  both  the  business 
and  home  markets,  with  retail  distribution 
through  national  resellers,  reseller 
agreements  with  Internet  access  providers, 
and  bundling  arrangements  with  PC 
hardware  and  software  OEMs 

Netscape  currently  provides  its  products 

through  the  following  channels: 


Direct  sales  channels  include  the  following: 

• The  direct  sales  force  targets  medium  to 
large  organizations,  including 
telecommunications  companies, 
manufacturers,  retailers,  publishers,  and 
financial  services  companies,  for  Internet 
commerce  and  enterprise  applications 
market  opportunities. 

• The  telesales  organization,  based  in 
Mountain  View,  receives  customer  orders 
and  proactively  contacts  potential 
customers. 

• Netscape  offers  its  products  and  services 
electronically  via  the  Internet  through  an 
implementation  of  Netscape’s  Merchant 
System  commercial  application. 

Indirect  channels  include  distribution  through 

OEMs,  systems  integrators,  VARs,  and 

software  retailers. 

• Netscape  has  established  OEM  relationships 
to  leverage  its  sales  efforts.  The  company 
has  OEM  reseller  agreements  with 
companies  such  as  Apple,  AT&T,  Compaq, 
Deutsche,  Digital,  Fujitsu  Limited,  Hewlett- 
Packard,  IBM,  Informix,  Intuit,  Novell, 
Mitsubishi,  Olivetti,  Siemens  Nixdorf, 

Silicon  Graphics,  Sony,  Sun  Microsystems, 
Sybase,  and  Toshiba  to  bundle  Netscape’s 
server  or  client  software  with  certain  of  their 
product  offerings. 

• Telecommunications  and  on-line  service 
companies,  as  providers  of  Internet  access, 
also  sell  Netscape’s  products  to  individual 
business  and  home  PC  users  for  personal 
information  publishing,  browsing,  and 
shopping.  Netscape  Navigator  is  available 
through  more  than  150  Internet  service 
providers  across  the  U.S.  and  Canada. 
Netscape  has  relationships  with  companies 
such  as  AT&T  WorldNet  Service,  America 
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Online,  Bell  Atlantic,  CompuServe, 
Concentric  Research,  GE  Information 
Services,  First  Data  Corporation,  and 
NETCOM  On-Line  Communications 
Services. 

• Customers  can  also  purchase  Netscape 
Navigator  Personal  Edition  software 
through  a network  of  retail  distributors  in 
North  America.  Ventana  Communications 
Inc.,  a domestic  retail  distributor,  accounted 
for  11%  of  total  revenue  for  Netscape  in 
1995. 

In  March  1996,  Netscape  announced  three 
new  marketing  and  support  programs  for  its 
channel  partners. 

• The  Netscape  AffiliatePlus  Partner  program 
offers  technical  and  marketing  support  for 
resellers  of  Netscape’s  software,  including 
client,  server,  and  tools  products. 

• The  Netscape  Commercial  Application 
Partner  program  authorizes  systems 
integrators,  resellers,  and  consultants  to 
sell,  install,  and  service  Netscape 
commercial  applications.  These  partners 
receive  marketing  and  technical  support 
material  and  have  access  to  Netscape’s 
professional  services  organization. 

• The  Netscape  Education  Partner  program 
enables  Netscape  distributors,  training 
organizations,  and  individuals  to  be 
authorized  to  resell  and  conduct  training  on 
Netscape  products. 

Alliances 

In  addition  to  the  partnerships  described 
above,  Netscape  has  the  following 
alliances/agreements : 

• In  April  1996,  Netscape  and  GE  Information 
Services  established  Actra  Business  Systems 
L.L.C.,  a joint  venture  that  will  develop  and 


market  software  for  Internet-based 
business-to-business  electronic  commerce. 

• In  April  1996,  Netscape  announced  that  Bell 
Atlantic  will  provide  cobranded  Netscape 
software  to  its  business  and  residential 
customers. 

• In  April  1996,  Hewlett-Packard  announced 
plans  to  offer  Netscape  Navigator  software 
as  part  of  the  HP  Broadband  Internet 
Delivery  System. 

• In  April  1996,  Netscape  and  PointCast 
Incorporated  announced  plans  to  jointly 
market  Netscape  Navigator  Internet  client 
software  and  the  PointCast  Network,  a free 
service  that  broadcasts  news  and 
information  directly  to  a viewer’s  computer 
screen. 

• In  February  1996,  AT&T  announced  that  a 
preconfigured  version  of  Netscape  Navigator 
software  is  available  for  its  dial-up  AT&T 
WorldNet  Services  at  no  extra  charge  to  help 
its  subscribers  navigate  the  Internet. 

• In  December  1995,  Netscape  and  Sun 
Microsystems  announced  JavaScript™,  an 
open,  cross-platform  object  scripting 
language  for  creating  and  customizing 
Internet  and  Intranet  applications,  with  28 
companies  endorsing  the  technology  as  an 
open  standard. 

• Netscape  has  established  relationships  with 
computer  hardware  manufacturers,  systems 
integrators,  trading  houses,  and  other 
companies  in  Japan,  including  Information 
Services  International-Dentsu,  Itochu 
Techno-Science  Corporation,  Mitsubishi, 
NEC,  NTT  PC  Communications,  Softbank 
Corp.,  Software  Japan  International,  Sony, 
and  Toshiba,  to  bundle  their  products  with 
Netscape  software. 
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Competition 

Netscape’s  competitors  include  the  following: 

• Browser  software  vendors,  including  Spry, 

Inc.  (a  subsidiary  of  CompuServe),  Spyglass, 
NetManage,  Network  Computing  Devices, 
and  Quarterdeck  Office  Systems.  In 
addition,  the  NCSA  at  the  University  of 
Illinois  distributes  its  product,  NCSA 
Mosaic,  for  free  for  noncommercial  use 
(Spyglass  has  an  exclusive  license  for  NCSA 
Mosaic  and  is  actively  sublicensing  it  to 
other  commercial  vendors). 

• Server  software  and  services  vendors  offering 
Web  server  products  include  Microsoft,  IBM, 
Oracle,  Novell,  Spyglass,  Open  Market  Inc., 
Quarterdeck,  and  O’Reilly  & Associates. 

• PC  and  UNIX  software  vendors,  including 
Microsoft,  IBM,  and  Apple,  are  incorporating 
or  may  incorporate  client  software  and  Web 
server  software  into  their  operating  systems 
as  standard  features.  Netscape  also  expects 
UNIX  operating  systems  vendors,  such  as 
Sun,  Hewlett-Packard,  Digital,  SCO,  and 
Silicon  Graphics,  to  incorporate  Web  client 
and  server  software  into  their  operating 
systems. 

• Internet-based  groupware  software — Lotus, 
Radnet,  Action  Technologies 


• Other — Competition  also  comes  from  a range 
of  vendors  that  provide  client/server 
applications  and  tools,  multimedia, 
document  management,  networking 
software,  network  management,  and 
educational  software. 

Assessment 

Netscape’s  strengths  include: 

• Founder  Jim  Clark’s  foresight 

• Overwhelming  share  of  the  Web  browser 
market 

• Commitment  to  open  standards 

• Rapid  software  development  cycles 

Challenges  over  the  coming  year  include: 

• Importing  Collabra  software  to  its  Internet 
browser  without  disrupting  current  Collabra 
customer  base 

• Competition  from  Open  Market,  Inc.  for 
transaction  Web  servers 

• Competition  from  Microsoft 
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NETWORK  COMPUTING 


CORPORATION 

5301  77  Center  Drive 
Charlotte,  NC  28217 


President: 

Status: 

Total  Employees: 
Total  Revenue: 
Fiscal  Year  End: 


George  Mackie 
Private 


Phone:  (704)525-8810 
Fax:  (704)  522-9542 


$20,000,000* 

12/31/91 


115  (8/92) 

nnn  nnn* 


* INPUT  estimate 


Key  Points 


Network  Computing  Corporation  (NCC)  offers  information 
processing  solutions  for  public  and  private  utilities,  local 
governments,  and  the  satellite  television  industry. 

Digital  Equipment  Corporation  (DEC)  owns  a minority  equity  stake 
in  NCC  and  the  non-U.S.  rights  to  sell  NCC's  Affinity  and  Flagship 


In  a strategic  alliance,  NCC  with  DEC  won  a $126  million  systems 
integration  contract  to  provide  the  nationwide  billing  system  for 
Hughes  Communications  150-channel  DirecTv  direct-to-home 
satellite  television  service. 


software  products  worldwide. 
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Company 

Description 


Company 

History 


NCC  provides  systems  integration  and  information  processing  services 
primarily  to  utilities,  local  governments,  and  satellite  television  billing 
organizations.  NCC's  focus  is  on  customer  information  and  financial 
management  systems. 

NCC  distinguishes  itself  from  its  competition  in  several  ways,  including: 

• Maintaining  a dedicated  data  center  that  processes  over  two  million 
billing  statements  per  month 

• All  software  is  written  in-house 

• NCC  also  works  with  complementary  solutions  organizations  to 
provide  their  customers  with  a single  source  solution  to  meet  all  of 
their  information  processing  needs. 


Founded  in  1970,  NCC  began  business  by  providing  advanced 
information  systems  and  services  to  the  local  government  and  utility 
marketplace.  The  company  provided  remote  computing  services  from 
its  centralized  mainframe  data  center. 

As  NCC's  product  offerings  grew  and  its  customer  base  expanded,  they 
began  licensing  the  mainframe  application  to  large  municipal  entities 
who  owned  their  own  mainframes.  In  1982,  NCC  started  offering 
packaged  software  to  the  mainframe  marketplace. 

In  1986,  NCC  acquired  a turnkey  systems  company  that  offered  a range 
of  information  processing  services  to  local  governments.  These 
applications  had  originally  been  developed  to  operate  on  the  Data 
General  platform. 

In  1988,  DEC  approached  NCC  with  an  interest  in  seeing  these  turnkey 
applications  migrated  to  the  VAX  environment,  operating  under  the 
VMS  operating  system  and  the  Rdb  database.  This  product  was  called 
Flagship.  Since  that  time  NCC  has  taken  a prominent  role  in  the  roll- 
out of  the  Flagship  products  in  concert  with  DEC'S  State  and  Local 
Government  Group. 

NCC  and  DEC  joined  forces  once  again  in  1989  and  in  a project 
partially  co-funded  by  DEC  began  plans  to  migrate  NCC's  IBM 
software  product,  MSS,  from  the  System  370  environment  to  the  VAX 
platform.  The  final  culmination  of  this  project  was  announced  in  1991 
when  NCC  introduced  Affinity,  a customer  information  and  utility 
billing  system. 
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In  1991,  DEC  purchased  a minority  equity  stake  in  NCC  garnering 
DEC  a position  on  the  NCC  board.  At  this  time,  DEC  also  acquired 
the  non-U.S.  rights  to  re-market  NCC's  Affinity  and  Flagship  software 
products. 

In  August  1992,  NCC  signed  an  agreement  with  DEC  and  Hughes 
Communications  to  provide  the  national  billing  system  for  the  Hughes 
150-channel  DirecTv  direct-to-home  satellite  television  industry. 
Under  the  terms  of  the  agreement,  NCC  and  DEC  will  operate  and 
manage  the  dedicated  computing  center,  process  and  mail  billing 
statements,  and  manage  and  maintain  the  customer  data  base. 

Alliances 

NCC  has  an  OEM  and  marketing  agreement  with  DEC. 

Financials 

INPUT  estimates  that  NCC's  1991  revenue  (net  of  interest  expenses) 
was  approximately  $20  million. 

Employees 

As  of  August  1992,  NCC  had  approximately  115  employees,  segmented 
as  follows: 

Marketing  6 

Customer  support  34 

Research  and  development  33 

Computer  operations  25 

General  and  administrative  JJ 

115 

Competitors 

INPUT  believes  that  NCC's  competitors  include,  Integrated  Systems 
Solutions  Corporation  (an  IBM  subsidiary),  Electronic  Data  Systems, 
American  Management  Systems,  and  Computer  Sciences  Corporation. 

Key  Products  and 
Services 

NCC  Turnkey  Systems 

NCC's  turnkey  systems  operate  on  the  DEC  VAX  platform  under  VMS 
and  Rdb  (DEC'S  relational  data  base  management  system). 
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Affinity: 

Affinity  is  an  on-line  customer  premise-based  utility  billing  and 
customer  information  system.  It  is  designed  as  a modular  system  to 
allow  for  the  integration  of  multiple  types  of  utility  services  such  as 
electric,  gas,  and  water,  or  the  implementation  of  selected  modules. 

■ Affinity  maintains  a data  base  of  all  records  necessary  to  produce 
utility  bills  and  provide  customer  information  including;  physical 
utility  service  locations,  consumer  accounts,  meters,  devices  installed 
or  in  inventory,  service  orders  and  consumer  complaints,  meter 
reading,  cash/payment  processing,  and  all  accounting  related 
transactions. 

• Affinity's  technical  platform  builds  on  six  integrated  components:  the 
VMS  operating  system,  DEC'S  Rdb,  ACMS  transaction  processing 
monitor,  SQL  (Structured  Query  Language),  COBOL,  and 
DECforms. 

Flagship: 

Flagship  offers  a range  of  integrated  applications  for  local  governments 
and  municipal  utilities  that  fall  into  three  main  categories: 

• Finance  and  Administration: 

- General  Ledger 

- Budgetary  Accounting 

- Accounts  Payable 

- Miscellaneous  Receipts 

- Inventory  Control 

- Purchasing 

- Fixed  Assets 

- Accounts  Receivable 

• Payroll  and  Personnel: 

- Payroll 

- Personnel/Human  Resources 

• Utility  Billing/Customer  Information  Systems: 

- Billing 

- Collections  and  Debt  Recovery 

- Service  Orders 

- Meter  and  Device  Inventory 

- Meter  Reading  and  Scheduling 

- Customer  Inquiry  and  Management 
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On-line  Computing  Services: 

On-line  computing  services  are  available  to  clients  via  terrestrial  and 
satellite  communications.  NCC  offers  systems  operations  (facilities 
management)  and  distributed  processing  from  its  data  center  in 
Charlotte  (NC).  Applications  supported  include  utility  billing,  satellite 
TV  billing,  and  some  financial  applications.  NCC  also  sells  computer 
time  to  certain  manufacturers  and  information  services  companies. 

Access  to  Third-Party  Applications: 

NCC  also  offers  access  to  various  third-party  applications,  including 

• Itron  electronic  meter  reading 

• Office  automation  and  decision  support  systems 

• On-line  query  and  ad  hoc  reporting  systems 

• Maintenance  management  systems 

• Geographic  information  systems  and  mapping 

• Computer-assisted  dispatch 

Support  Services 

Support  services  provided  by  NCC  include  pre-site  and  conversion 
planning,  implementation  services,  customization,  installation,  ongoing 
training,  hot-line  telephone  support,  software  updates,  and  system 
management  consulting. 

Industry  Markets 

INPUT  estimates  that  95%  of  NCCs  revenue  is  derived  primarily  from 
products  and  services  provided  to  local  governments  and  municipal 
utilities.  Five  percent  of  revenue  is  derived  from  processing  provided  to 
manufacturing  and  information  services  companies. 

Clients 

NCC  clients  include  various  city  and  county  governments,  electric 
membership  cooperatives,  and  various  single  and  multiservice  utilities 
including  electric,  gas,  water,  sewer,  and  refuse. 

Geographic 

Markets 

The  majority  of  NCC's  revenue  is  derived  from  the  U.S.  The  company 
is  expanding  into  international  markets. 

Computer 

Hardware 

NCCs  computer  center  in  Charlotte  has  the  following  computers 
installed: 
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• 1 Amdahl  5880,  OS/MVS 

• 4 DEC  VAX  4000 

• 1 Data  General  MV  15000 

• 200  IBM  PCs 

The  NCC  Data  Center  connects  25,000  miles  of  communication  lines, 
supports  a multiple  location  satellite  transmission  network  and  provides 
a Disaster  Recovery  Hot  Site  with  state-of-the-art  off-site  storage  for 
magnetic  media. 
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NETWORK  EQUIPMENT 
TECHNOLOGIES,  INC. 

800  Saginaw  Drive 
Redwood  City,  CA  94063 
Phone:  (415)366-4400 
Fax:  (415)366-5675 


Chairman,  President, 
and  CEO:  Daniel  J.  Warmenhoven 

Status:  Public  Corporation 

Stock  Exchange:  NYSE 

Total  Employees:  1,100 

Total  Revenue:  $218,846,000 

Fiscal  Year  End:  3/31/93 


Key  Points 

• Network  Equipment  Technologies  (N.E.T.)  is  a leading  supplier  of 
wide-area  and  local-area  network  (WAN/LAN)  products  to 
information-intensive  organizations  worldwide. 

• During  fiscal  1993,  N.E.T.  acquired  its  subsidiary  ADAPTIVE 
Corporation,  forming  a new  division  that  will  enable  the  company  to 
more  fully  leverage  the  advantages  of  broadband  technologies  such 
as  asynchronous  transfer  mode  (ATM),  which  is  emerging  as  the 
networking  technology  of  the  future. 

• In  concert  with  the  ADAPTIVE  merger,  N.E.T.  has  streamlined  its 
operations  into  three  divisions  to  improve  the  focus  on  product 
development  for  its  target  markets-ATM  products  and  technologies; 
communications  resource  managers,  internetworking,  and  network 
management  products;  and  network  transmission  and  broadband 
products. 

• Sales  to  the  U.S.  government  grew  nearly  96%  to  $53.0  million  in 
fiscal  1993,  primarily  due  to  systems  integration  activities  provided  in 
support  of  software  product  sales. 

• As  networks  become  more  global  in  scope,  N.E.T.'s  worldwide 
business  has  expanded.  During  fiscal  1993,  74%  of  new  customers 
were  based  outside  the  U.S.  and  international  revenues  reached 
$54.1  million,  up  38%  over  fiscal  1992. 
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Company 

Description 

Network  Equipment  Technologies,  Inc.  (N.E.T.),  founded  in  1983, 
develops,  manufactures,  markets,  and  supports  communications 
products  that  enable  information-intensive  organizations  to  build  and 
manage  wide-area  network  applications  among  multiple,  geographically 
dispersed  locations. 

Strategy 

N.E.T.'s  sales  strategy  has  been  to  reach  the  top  1,000  communications 
users  worldwide  via  a highly  trained  direct  sales  force  in  the  U.S.  and 
the  U.K.,  as  well  as  leveraging  sales  through  additional  distribution 
channels  worldwide. 

N.E.T.'s  products  and  services  strategy  is  to  provide  high  value-added 
transmission,  network  management,  and  connectivity  applications  and 
solutions. 

N.E.T.  expects  that  the  next  generation  of  enterprise  networks  will  be 
based  on  the  new  ATM  cell-based  technology,  which  provides 
architectural  consistency  across  LANs  and  WANs.  N.E.T.  plans  to 
integrate  ATM  technology  into  its  core  product  offerings  and  into  its 
next  generation  of  products  to  provide  a truly  seamless  enterprise 
network. 

N.E.T.  will  continue  offering  its  customers  a reliable  path  from  the 
present  to  the  future.  N.E.T.  will  protect  its  customers'  substantial 
investments,  evolving  its  products  to  accommodate  the  latest  advances 
in  networking  technology. 

Financials 

Total  fiscal  1993  revenue  reached  $218.8  million,  a 21%  increase  over 
fiscal  1992  revenue  of  $180.8  million.  Net  losses  were  $11.1  million  in 
fiscal  1993,  compared  to  net  losses  of  $11.2  million  for  fiscal  1992. 

■ Net  losses  include  a charge  of  $17.0  million  related  to  the 
ADAPTIVE  merger  and  to  restructuring  and  other  non-recurring 
charges.  Excluding  these  charges,  net  income  for  fiscal  1993  would 
have  been  $5.9  million. 

• A five-year  financial  summary  follows: 
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NETWORK  EQUIPMENT  TECHNOLOGIES,  INC. 
FIVE-YEAR  FINANCIAL  SUMMARY 
($  millions,  except  per  share  data) 


FISCAL  YEAR 

ITEM 

3/93 

3/92 

3/91 

3/90 

3/89 

Revenue 

$218.8 

$180.8 

$135.0 

$180.8 

$136.7 

• Percent  change 
from  previous  year 

21% 

34% 

(25%) 

32% 

51% 

Income  (loss)  before  taxes 
and  extraordinary  credit 

$(11.1) 

$(12.6) 

$(58.8) 

$21.7 

$26.6 

• Percent  change 

(a) 

(b) 

(371%) 

(18%) 

45% 

from  previous  year 

13% 

79% 

Net  income  (loss) 

$(11.1) 

$(11.2) 

$(46.1) 

$13.5 

$16.0 

• Percent  change 
from  previous  year 

1% 

76% 

(441%) 

(16%) 

7% 

Earnings  (loss)  per  share 

$(0.71) 

$(0.76) 

$(3.23) 

$0.93 

$1.15 

• Percent  change 
from  previous  year 

7% 

76% 

(447%) 

(19%) 

6% 

(a)  Includes  restructuring  and  acquisition  costs  of  $17  million  associated  with  acquiring  the  remaining 
20%  interest  in  ADAPTIVE  Corporation. 


(b)  Includes  a $13.4  million  charge  resulting  from  the  settlement  of  consolidated  class  action  lawsuits. 


N.E.T.  management  attributes  fiscal  1993  results  to  the  following: 

• Product  revenue  increased  over  13%  during  fiscal  1993,  primarily 
due  to  sales  to  new  international  IDNX  customers  and  growth  in 
U.S.  government-related  product  revenue. 

• Service  and  other  revenue  increased  52%  in  fiscal  1993,  mainly  due 
to  systems  integration  activities  in  support  of  product  sales  to  the 
U.S.  government  and,  to  a lesser  extent,  to  continued  increases  in 
the  installed  base  of  the  company's  products. 

Research  and  development  expenditures  were  approximately  $32.2 
million  in  fiscal  1993,  $28.5  million  in  fiscal  1992,  and  $26.8  million  in 
fiscal  1991. 

Revenue  for  the  three  months  ending  June  30,  1993  reached  $54.6 
million,  a 6%  increase  over  $51.4  million  for  the  same  period  in  1992. 
Net  losses  were  $1.0  million,  compared  to  net  income  of  $1.6  million 
for  the  same  period  a year  ago. 
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Market 

Financials 


Approximately  76%  ($165.8  million)  of  N.E.T.’s  fiscal  1993  revenue  was 
derived  from  commercial  clients  and  24%  ($53.0  million)  from  the  U.S. 
government  and  its  agencies. 

For  fiscal  1992,  85%  ($153.7  million)  of  revenue  was  derived  from 
commercial  clients  and  15%  ($27.1  million)  was  derived  from  the  U.S. 
government. 

IBM  accounted  for  approximately  15%  ($32.8  million)  and  20%  ($36.1 
million)  of  N.E.T.'s  revenue  for  fiscal  1993  and  1992,  respectively. 

N.E.T.  targets  the  1,000  largest  users  of  communications  equipment 
and  services,  including  600  in  the  U.S.  and  400  internationally.  These 
organizations  include  (among  others)  banks  and  other  financial 
institutions,  airlines,  retail  chains,  manufacturers,  and  government 
agencies. 

The  company  also  believes  that  organizations  outside  the  top  1,000 
users  represent  an  increasing  percent  of  potential  users  of  its  currently 
available  and  planned  products  and  is  developing  its  products  and 
distribution  capabilities  to  more  fully  address  targeted  domestic  and 
foreign  markets. 


h,C  Approximately  75%  of  N.E.T.'s  fiscal  1993  revenue  was  derived  from 

the  U.S.,  13%  from  Europe,  and  12%  from  other  international  sources, 
including  Asia/Pacific,  the  Middle  East,  and  Latin  America.  A three- 
year  geographic  source  of  revenue  summary  follows: 


NETWORK  EQUIPMENT  TECHNOLOGIES,  INC. 
THREE-YEAR  GEOGRAPHIC  SOURCE  OF  REVENUE  SUMMARY 

($  millions) 


FISCAL  YEAR 

3/93 

3/92 

3/91 

ITEM 

REVENUE 

$ 

PERCENT 
OF  TOTAL 

REVENUE 

$ 

PERCENT 
OF  TOTAL 

REVENUE 

$ 

PERCENT 
OF  TOTAL 

U.S. 

$164.7 

75% 

$141.7 

78% 

$108.0 

80% 

International 

54.1 

25% 

39.1 

22% 

$27.0 

20% 

TOTAL 

$218.8 

100% 

$180.8 

100% 

$135.0 

100% 

Organization/ 

Structure 


N.E.T.  is  currently  organized  into  three  divisions  as  follows: 
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Employees 


• The  ADAPTIVE  Division  is  responsible  for  expanding  ATM 
technology  and  products,  with  a concentration  on  LAN 
internetworking  and  frame  and  cell  switching. 

• The  Network  Systems  Division  consolidates  the  management  of 
N.E.T.'s  principal  product  line-the  IDNX  enterprise  network 
platform--into  one  group. 

• The  Transmission  Products  Division  is  focused  on  vertical  market 
opportunities  for  N.E.T.'s  network  transmission  products  and 
broadband  products. 

Subsidiaries  include  the  following: 

• N.E.T.  Federal,  Inc.  is  a wholly  owned  subsidiary  that  markets 
N.E.T.'s  products  to  the  U.S.  government  directly  and  through 
government  contracting  and  subcontracting  arrangements. 

• N.E.T.  Europe  Ltd.  is  a subsidiary  that  markets  and  supports 
N.E.T.'s  products  in  the  U.K. 

• N.E.T.  Europe  S.A.  (Paris)  is  a subsidiary  that  markets  and  supports 
N.E.T.'s  products  in  France. 

N.E.T.  U.S.  sales  offices  are  in  Atlanta  (GA),  Boston  (MA),  Chicago 

(IL),  Dallas  and  Houston  (TX),  Detroit  (MI),  Irvine  and  San  Francisco 

(CA),  Iselin  (NJ),  New  York  (NY),  Philadelphia  (PA),  Shelton  (CT), 

and  Washington,  D.C. 

International  sales  offices  are  in  West  Sussex,  Paris,  and  Oslo.  N.E.T. 

also  has  international  distributors  in  Europe,  Asia/Pacific,  the  Middle 

East,  and  Latin  America. 


As  of  March  31, 1993,  N.E.T.  had  1,100  employees,  segmented  as 
follows: 


Marketing 

65 

Sales 

235 

Engineering  and  research 

and  development 

260 

Field  service  and  training 

230 

Manufacturing  and  quality 

assurance 

160 

Finance  and  administration 

150 

1,100 
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N.E.T.  currently  has  approximately  1,100  employees. 


Acquisitions  ln  the  fourth  quarter  of  fiscal  1993,  N.E.T.  acquired  the  remaining  20% 

interest  in  ADAPTIVE  Corporation  for  $7  million  in  common  stock 
and  fees.  ADAPTIVE  was  formed  in  1989  to  develop  products 
addressing  high-speed  networking  environments. 


Key  Products  Approximately  74%  of  N.E.T.'s  fiscal  1993  revenue  was  derived  from 

and  Services  product  sales  and  26%  from  support  services.  A three-year  source  of 

revenue  summary  follows: 


N.E.T. 

THREE-YEAR  SOURCE  OF  REVENUE  SUMMARY 
($  millions) 


FISCAL  YEAR 

3/93 

3/92 

3/91 

ITEM 

REVENUE 

$ 

PERCENT 
OF  TOTAL 

REVENUE 

$ 

PERCENT 
OF  TOTAL 

REVENUE 

$ 

PERCENT 
OF  TOTAL 

Products 

$162.5 

74% 

$143.6 

79% 

$103.6 

77% 

Support  services 

56.3 

26% 

37.2 

21% 

31.4 

23% 

TOTAL 

$218.8 

100% 

$180.8 

100% 

$135.0 

100% 

Current  offerings  are  summarized  by  division  as  follows: 

Network  Systems  Division: 

IDNX  Communications  Resource  Managers  (CRMs): 

The  IDNX  product  family  combines  multiplexing,  routing,  and  network 
management  functions  and  is  designed  to  allow  the  largest  users  of 
voice  and  data  communications  to  achieve  maximum  potential  from 
wide-area  networks. 

• IDNX  CRMs  manage  vital  voice,  data,  image,  and  video 
transmissions  over  multivendor  equipment,  regardless  of  the  type  of 
transmission  line  used  or  the  carrier  from  which  the  line  is  obtained. 

• Each  IDNX  CRM  (or  node)  forms  a gateway  between  the 
customer's  equipment  and  dedicated  transmission  lines  connected  to 
other  customer  facilities  or  to  various  public  communications 
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services.  Multiple  IDNX  nodes  can  be  installed  at  a single  customer 
site  to  provide  additional  capacity. 

Current  IDNX  products  include: 

• IDNX/90,  the  largest  and  most  powerful  and  expandable  CRM, 
manages  communications  speeds  at  T3/E3,  Tl/El,  and  lower 
transmission  speeds.  The  IDNX/90  serves  as  the  IDNX  platform  for 
high  speed  applications  requiring  multimegabit-per-second 
transmission  rates. 

• IDNX/70  is  an  expandable  CRM  that  manages  communications  at 
Tl/El  and  lower  speeds,  with  a total  capacity  of  up  to  96  T1  trunks. 

It  is  an  ideal  choice  for  high-capacity  network  implementations. 

• IDNX/20  is  a smaller  CRM  that  manages  communications  at  Tl/El 
and  lower  speeds,  with  a total  capacity  of  up  to  32  Mbps,  and  either 
connects  to  the  backbone  wide-area  network  or  can  be  part  of  a 
smaller  network  comprised  solely  of  IDNX/20s. 

• IDNX/20S  is  an  upgradeable  8-slot  CRM  that  is  a low-cost 
backbone  extension  device  and  can  be  used  for  building  even  smaller 
wide-area  networks. 

As  of  July  1,  1993,  N.E.T.  had  shipped  7,729  IDNX  systems  to  more 
than  600  clients  worldwide.  Most  of  these  clients  are  large  banks, 
financial  institutions,  airlines,  retail  chains,  and  government  agencies. 
Many  of  the  Fortune  500  and  1000  manufacturing  and  service 
companies  have  begun  to  take  an  interest  in  N.E.T.'s  IDNX  technology. 

IDX  Packet-Over-Circuit  Application: 

The  following  N.E.T.  products  enhance  connectivity  among  devices  that 
transmit  information  between  LANs  and  across  wide-area  networks: 

• The  LAN /WAN  Exchange™  (LWX)  provides  LAN-to-WAN  and 
LAN-to-LAN  connectivity.  The  LWX  is  the  first  product  that 
integrates  multivendor  LAN  internetworking  communications  with 
voice,  video,  data,  image,  and  facsimile  communications  using  an 
intelligent  WAN.  The  LWX  uses  the  packet-circuit  architecture  of 
the  IDNX  to  provide  capabilities  such  as  public  network  access, 
integrated  network  management,  and  distributed  network 
intelligence. 

• The  Frame  Relay  Exchange  (FRX)  is  a packet-switching  module 
that  functions  as  an  advanced  frame  relay  network  node.  Installed  in 
an  IDNX,  the  FRX  adds  high-performance  frame/packet  switching 
to  the  IDNX  to  combine  packet  data  such  as  LAN  and  SNA  with 


Hnnurinht  1993  bv  INPUT.  Reproduction  Prohibited. 


Page  7 of  11 


NETWORK  EQUIPMENT  TECHNOLOGIES,  INC. 


INPUT 


voice,  video,  synchronous  data,  image,  and  facsimile  communications 
over  the  WAN. 

• The  ISDNX  Server  Module,  released  in  May  1993,  leverages  ISDN 
technology  to  support  new  networked  applications,  such  as  switched 
videoconferencing,  intelligent  PBX  networking,  and  dial-on-demand 
data  networking. 

ADNX/60: 


The  ADNX/ 60  Access  CRM  offers  worldwide  organizations  a cost- 
effective  solution  for  linking  remote  sites.  It  multiplexes  up  to  20 
subrate  data  and  96  compressed  voice  circuits  into  one  or  two 
Nx56/64kbs  or  DDS  trunks  at  speeds  from  9.6  kbps  to  256  kbps. 

IDNX  Network  Management  Products  and  Services: 

N.E.T.  offers  a range  of  network  management  products  as  well  as 
service  and  support  arrangements  as  follows: 


• The  NetOpen/5000  Network  Management  System  is  a workstation- 
based  multiuser  monitoring  and  control  system  for  the  IDNX 
designed  to  simplify  network  configuration  and  fault  management 
and  to  automate  operational  procedures. 

• The  NetOpen/ Circuit  Manager  permits  partitioning  of  the  N.E.T.- 
managed  physical  backbone  network  into  multiple,  independent 
virtual  networks. 

• The  NetOpen/Expert  Fault  Management  System  (EFMS)  is  a 
modular,  standards-based  network  management  platform  that  uses 
expert  systems  technology  to  provide  problem  detection,  correlation, 
prioritization,  diagnosis,  and  repair  recommendations.  EFMS 
Global  performs  this  automated  fault  management  on  global 
networks. 

Transmission  Products  Division: 

Broadband  Communications  Resource  Managers: 

The  STM/ 18  and  STM/S  products  provide  broadband  networking 
systems  for  communications-intensive  enterprises  using  SONET  & 
technologies. 

• The  STM/ 18  broadband  network  switch  consolidates  multiple 
heterogeneous  Tl-based  networks  onto  a single,  highly  reliable 
broadband  backbone.  This  product  enables  corporations  to  link 
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major  data  centers  and  interconnect  LAN  environments  at  speeds  in 
excess  of  40  Mbps. 

• The  STM/S,  a smaller  version  of  the  STM/18,  extends  the  benefits 
of  broadband  networking  with  moderate  communications 
requirements. 

SPX  Statistical  Multiplexers: 

N.E.T.'s  SPX  statistical  multiplexers  provide  low-capacity  networking 
for  independent  low-  to  medium-volume  data  networks  with  an 
upgrade  path  to  higher  capacity  and  functionality. 

ADNX/48: 

The  ADNX/48  Integrated  Access  Manager  is  an  intelligent  channel 
bank  that  extends  public/private  network  services  to  remote  company 
sites. 

ADAPTIVE  Division: 

The  ATMX  switch  is  a high-performance  Asychronous  Transfer  Mode 
(ATM)  switch  designed  specifically  for  the  LAN  environment  to  solve 
LAN  management,  design,  and  network  performance  problems. 

• The  ATMX  provides  the  bandwidth  needed  to  support  new 
distributed  applications  and  high-performance  workstations  and 
superservers. 

• It  also  provides  several  innovative  software  capabilities  pioneered  by 
ADAPTIVE,  including  multinode  virtual  LAN  support,  LAN 
emulation,  and  congestion  control. 

• The  ATMX  offers  traffic  prioritization  and  ensures  access  to  high- 
priority  data  and  delay-sensitive  traffic  by  transporting  all 
information  types  across  the  network  simultaneously. 

Support  Services: 

N.E.T.  offers  the  following  support  services: 

• A Technical  Assistance  Center  (TAC),  staffed  by  technical  support 
engineers,  provides  24-hour,  7-day-per-week  hotline  coverage  for 
client  and  field  service  technical  assistance. 

• The  After-Hours  Fault  Management  Service  (AFMS),  a service  of 
N.E.T.'s  Technical  Assistance  Center,  offers  clients  automated 
network  troubleshooting  after  business  hours. 
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The  Expert  T-span  Service  allows  N.E.T.  to  act  as  the  authorized 
agent  with  the  client's  T-carrier  so  that  the  company  can  assume 
end-to-end  responsibility  for  all  T-span  installation  and  maintenance 
activities  and  troubleshooting. 

The  N.E.T.  ATMXpert  Service  is  a worldwide,  round-the-clock 
service  and  support  program  for  ATM  networks. 

The  N.E.T.  Answers  program  sets  a new  standard  in  on-line 
technical  support.  It  provides  documentation,  bug  reports,  video 
demonstrations,  and  more. 


Marketing 
and  Sales 


Alliances 


N.E.T.  markets  its  products  in  the  U.S.  and  the  U.K.  directly  and 
through  resellers  and  distributors.  The  company  has  various  alliances 
and  marketing  agreements  with  other  vendors,  as  described  below. 

N.E.T. 's  wholly  owned  subsidiary,  N.E.T.  Federal,  markets  the 
company's  products  to  the  U.S.  government  and  its  agencies  directly 
and  through  collaborative  government  contracting  and  subcontracting 
arrangements. 

During  1991,  N.E.T.  and  IBM  entered  into  a series  of  internetworking 
agreements  that  included  the  license  of  IBM's  Token  Ring  technology 
to  N.E.T.,  coordinated  frame  relay  product  development,  joint 
participation  in  the  Frame  Relay  Forum,  and  joint  product  testing  of 
the  companies'  implementation  of  frame  relay  and  IBM  Token  Ring 
technology. 

• Through  agreements  made  during  1987  and  since  amended,  IBM  has 
non-exclusive,  worldwide  marketing,  installation,  and  service  rights 
for  N.E.T.'s  IDNX,  ADNX  and  certain  related  products,  and  resells 
STM  products  in  the  U.S. 

• IBM  accounted  for  15%,  20%,  and  22%  of  N.E.T.'s  revenue  for 
fiscal  1993,  1992,  and  1991,  respectively. 

N.E.T.  also  has  the  following  agreements: 

• A cooperative  agreement  with  Ericsson  for  the  development  of  next- 
generation  ATM  products  for  enterprise  networks 

• A systems  integration  and  product  development  agreement  (since 
1989)  with  Ericsson,  whereby  Ericsson  has  the  non-exclusive  right  to 
purchase,  resell,  distribute,  and  license  N.E.T.'s  IDNX  and  ADNX 
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Clients 


products  and  network  management  software  for  integration  with 
Ericsson  systems  for  sale  worldwide 

An  ATM  technology  agreement  allowing  National  Semiconductor  to 
license  ADAPTIVE's  ATM  interface  technology  and  ATM  software 

A cooperative  development  agreement  with  Interphase  for  low-cost 
ATM  adapter  cards 

A co-marketing  agreement  with  Ascend  Communications  to  market 
Ascend's  inverse  multiplexing  and  public  network  access  devices  and 
a cooperative  development  agreement  for  intelligent  inverse 
multiplexing  solutions 

Joint  marketing  agreements  with  AT&T,  MCI,  U S WEST,  Bell 
Atlantic  (for  systems  integration),  and  Southwest  Bell  in  the  U.S., 
and  France  Telecom,  Televerket  in  Sweden,  and  Jutland  Telephone 
Company  in  Denmark 


N.E.T.  currently  has  more  than  700  clients  in  40  countries  worldwide, 
including  American  Airlines,  American  Express,  American 
International  Group,  American  Operator  Services,  American  Savings 
Bank,  Amoco,  Automobile  Club  of  Southern  California,  Avdata 
Systems,  Avis  (U.K.),  Avon,  Bank  of  Tokyo,  Bear  Sterns  & Co.,  Bell 
Helicopter,  Boeing  Computer  Support  Services,  Bristol  Myers,  BT 
North  America,  Carolina  Power  and  Light,  Carter  Hawley  Hale  Stores, 
Central  Carolina  Bank,  Ciba  Geigy,  Comdisco  Disaster  Recovery 
Services,  Commercial  Union  Insurance,  Continental  Illinois  National 
Bank,  Cordant,  Credit  Suisse,  CSX  Technology,  Deluxe  Data  Systems, 
Dow  Chemical,  Dunsnet,  EAL  Automation  Systems,  E.I.  DuPont  de 
Nemours,  Empire  Blue  Cross  & Blue  Shield,  FBS  Information  Services, 
Federal  Home  Loan  Mortgage,  First  Boston  Corporation,  Ford 
Europe,  General  Dynamics,  Home  Savings  of  America,  Honeywell, 
Informix,  Isuzu  Motors  America,  Lockheed,  Macy’s  Data  & Credit 
Services,  Marion  Laboratories,  McDermott,  McDonnell  Douglas, 
McGraw-Hill,  Merrill  Lynch,  Morgan  Stanley,  NASDAQ, 
Osterreichische  Landerbank,  Pacific  Gas  & Electric,  Paine  Webber, 
Pepsico,  Peugeot  SA,  Prodigy,  Quotron  Systems,  Rothschild,  Shell  Oil, 
Southern  California  Edison,  State  of  California  Department  of  General 
Services,  Sun  Company,  Texaco,  Timber  Hill,  TRW,  United  Parcel 
Service,  University  of  California,  VISA  International,  and  VISA  USA. 

U.S.  government  clients  include  the  U.S.  Department  of  Defense. 


September  1993 


Copyright  1993  by  INPUT.  Reproduction  Prohibited. 


Page  11  of  11 


* 


INPUT 


Vendor  Profile 


A Publication  from  INPUT’S  Vendor  Analysis  Program  - U.S. 


September  1996 

NeXT  Software,  Inc. 


Chairman  & CEO:  Steven  P.  Jobs 

900  Chesapeake  Drive 
Redwood  City,  CA  94063 
Phone:  (415)  366-0900 

Fax:  (415)780-3929 

Internet:  http://www.next.com 


Status:  Private 

Employees:  375  (9/96) 

Revenue:  $50,000,000* 

Fiscal  Year  End:  12/31/95 

• INPUT  estimate 

Key  Points 

• NeXT  Software,  Inc.,  formerly  NeXT 
Computer,  provides  an  open  enterprise 
environment  for  building  dynamic 
applications  for  both  the  World  Wide  Web 
and  the  enterprise. 

• In  January  1996,  NeXT  Computer  officially 
changed  its  name  to  NeXT  Software. 

• The  company  has  gradually  moved  away 
from  its  hardware  focus  and  now  provides 
two  software  technologies  for  the  Web  and 


the  enterprise:  WebObjects  and 
OPENSTEP. 

Company  Description 

NeXT  Software,  Inc.,  was  founded  in  1985  as 

NeXT  Computer,  Inc.  to  develop  a next 

generation  operating  system. 

• In  February  1993,  NeXT  Computer 
announced  that  it  would  cease 
manufacturing  computers  and  become  a 
software  supplier  focused  on  making  its 
object-oriented  software  an  industry 
standard. 

• In  November  1993,  NeXT  Computer 
published  OPENSTEP,  an  API  based  on 
NeXT’s  object  technology. 
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• In  1995,  NeXT  Computer  announced  plans 
to  make  its  OPENSTEP  API  available  for 
the  Windows  NT  operating  systems. 

Organization  and  Structure 

NeXT  Software,  headquarted  in  Redwood  City 
(CA),  has  additional  offices  in  Boston  (MA), 
New  York  (NY),  Chicago  (IL),  Tampa  (FL), 
Denver  (CO),  Minnetonka  (MN),  Vancouver 
(BC),  Bellevue  (WA),  Newport  Beach  (CA), 
and  McLean  (VA). 

NeXT  also  has  international  subsidiaries  as 
follows:  NeXT  Software,  Inc.  (London, 
England),  NeXT  Software  Deutschland  GmbH 
(Munich,  Germany),  NeXT  Software  France 
(Paris,  France),  and  NeXT  Software,  Inc. 
(Tokyo,  Japan). 

Key  NeXT  executives  are  summarized  in  the 
exhibit  below: 


NeXT  Software  Key  Executives 


Name 

Title 

Steven  P.  Jobs 

Chairman  & CEO 

Dominique  Trempont 

CFO  & VP  General 
Administration 

Mitchell  Mandich 

VP  Worldwide  Sales 

Sina  Tamaddon 

VP  Professional  Services 

Avadis  Tevanian,  Jr. 

VP  Engineering 

Company  Strategy 

NeXT’s  objective  is  to  be  the  market  leader  in 
bringing  business  services,  processes,  data, 
and  systems  to  the  Internet  by  providing 
superior  technology  for  the  development, 
integration,  and  deployment  of  applications 
for  the  Internet  and  the  enterprise. 

Specific  aspects  of  the  company’s  strategy 
include  the  following: 


• Targeting  the  convergence  of  the  Internet, 
client/server,  and  the  enterprise 

• Offering  high-value,  cost-effective  solutions 
for  broad  markets 

• Developing  complementary  and  value-added 
products 

• Focusing  on  sustaining  customer  success 

• Continuing  to  focus  on  direct  and  indirect 
channels  globally 

Financials 

INPUT  estimates  that  NeXT  generated 
approximately  $50  million  in  revenue  in  1995. 

Market  Financials 

NeXT  sells  its  products  and  services  to 
customers  in  a variety  of  industries,  including 
the  financial,  telecommunications,  insurance, 
transportation,  government,  and 
entertainment  industries. 

Employees 

As  of  June  30,  1996,  NeXT  had  325 
employees,  segmented  as  follows: 


Product  development 96 

Professional  services 88 

Sales  and  marketing 109 

Administration 32 

325 


The  company  currently  has  375  employees 
worldwide. 

Key  Products  and  Services 

NeXT  provides  two  product  lines  for 
developing  and  deploying  scaleable 
applications  that  provide  users  with  access  to 
a company’s  information  and  services. 
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• WebObjects  Enterprise  provides  access  to 
corporate  data  and  services  from  any 
standard  Web  browser. 

• OPENSTEP  Enterprise  provides  access  from 
Windows  and  UNIX  platforms. 

WebObjects 

WebObjects  is  software  for  building  Web- 
based  applications  that  integrate  with  data 
across  the  enterprise  and  can  be  deployed  on  a 
corporate  intranet  or  the  Internet. 

• WebObjects  products  enable  developers  to 
build  a range  of  applications:  from  a virtual 
catalog  showroom  or  on-line  store  to  an 
application  for  automating  order 
management  and  customer  service,  securing 
travel  arrangements,  or  plotting  weather 
patterns  on  the  Internet.  Companies  can 
also  integrate  internal  MIS  and  other 
employee  applications  on  an  intranet. 

• Developers  can  use  WebObjects  to  build 
server-based  applications  that  are 
maintained  on  one  or  more  servers  but 
deployed  to  any  Web  browser.  Applications 
interact  in  real  time  with  users,  displaying 
custom  Web  pages  that  address  each  user’s 
individual  needs. 

• WebObjects  generates  HTML  automatically, 
building  pages  that  respond  to  each  user,  so 
developers  don’t  have  to  prebuild  static 
pages  containing  predetermined  responses. 

The  WebObjects  product  line  includes  three 
products  that  provide  varying  degrees  of 
interoperability  and  performance  capabilities. 

• WebObjects  Enterprise — NeXT’s  top-of-the- 
line  product,  with  integration  with  legacy 
data,  multitier  architecture,  scaleability, 
platform  independence,  distribution 
interoperability,  language  independence,  a 


visual  development  environment,  security, 
open  architecture,  and  prebuilt  components 

• WebObjects  Pro — a mid-level  Web  product 
for  building  Web  applications  that  scale 
across  multiple  and  diverse  servers  and 
integrate  with  Windows  applications, 
without  the  need  to  access  legacy 
mainframes  or  relational  databases. 

• WebObjects — a free  package  for  developers 
available  from  NeXT’s  Web  site  that 
provides  reusable  components  that  generate 
HTML,  collect  data  from  on-line  forms,  and 
keep  track  of  individual  users  through  state 
management 

OPENSTEP  Enterprise 

OPENSTEP  Enterprise  is  an  object-oriented 

development  environment  for  developing  and 

deploying  enterprise-class  applications  across 

Windows  and  UNIX  platforms. 

OPENSTEP  Enterprise  includes  the  following: 

• Prebuilt  application  modules 

• A run-time  feature  that  allows  objects  to 
communicate  at  run-time  without 
recompiling,  rather  than  being  hardwired 
beforehand 

• Compilers  for  deploying  applications  on 
Windows  and  UNIX  platforms,  and  a 
source-level  debugger 

• A suite  of  integrated  graphical  development 
tools  provided  for  assembling  modules  and 
building  business  logic  that  includes  the 
following: 

- Project  Builder  integrates  a number  of 
project  management  features,  including  a 
project  browser,  a code  editor,  symbol 
recognition,  project  search  capabilities, 
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header  file  and  document  access,  and  build 
and  debugging  support. 

- Interface  Builder  allows  developers  to 
assemble  graphical  and  nongraphical 
objects  by  dragging  and  dropping 
graphical  elements. 

- Enterprise  Objects  Modeler  combines  data 
stored  in  existing  relational  databases 
with  business  logic  to  create  a reusable  set 
of  dynamic  business  objects. 

Professional  Services 

NeXT  also  provides  professional  services  in 

the  U.S.  and  Europe  to  facilitate  the  use  of 

OPENSTEP  and  WebObjects. 

• Educational  services  are  designed  to  teach 
users  quickly  how  to  use  NeXT’s 
development  suite. 

- NeXT  also  offers  multiweek,  on-site 
education  programs  to  develop  advanced 
skills. 

- NeXT’s  education  service  department 
offers  enrollment  classes  at  its  training 
facilities  in  Redwood  City  (CA)  and 
Washington  (DC),  as  well  as  at  the 
customer’s  site. 

- Education  service  classes  combine  lectures 
with  hands-on  exercises 

• Consulting  services  consist  of  an  on-site 
support  program  to  help  ensure  success  and 
satisfaction  in  building  and  implementing 
object-oriented  applications  using  NeXT 
products. 

• The  ObjectLine  Support  service  provides 
telephone  and  E-mail  responses  to  system 
administration  and  application  development 
questions.  There  are  three  levels  of 
technical  support  available  from  NeXT: 


Premium  ObjectLine,  Global  ObjectLine, 
and  ObjectLine. 

Clients 

NeXT’s  clients,  segmented  by  industry, 
include: 

Telecommunications — AT&T  Wireless,  British 
Telecom,  Bell  South.net,  MCI  Motorola, 
WorldCom  Network  Services,  Bell  Atlantic, 
AT&T,  NTT,  France  Telcom,  and 
Southwestern  Bell  Mobile  Systems 

Financial — Merril  Lynch,  Swiss  Bank  Corp., 
Barclays,  NationsBanc,  Chrysler  Financial, 
Nicholas  Applegate,  London  Stock  Exchange, 
Fidelity,  First  Chicago,  Fannie  Mae,  and  UBS 
Securities. 

Government — FAA,  US  Air  Force,  US  Postal 
Service,  Los  Angeles  County  Sheriffs,  NASA, 
US  Navy,  and  the  City  of  Baltimore 

Entertainment — Walt  Disney,  Inc.,  Warner 
Brothers,  Dreamworks  SKG,  and  Sharper 
Image 

Transportation — Lufthansa,  Marine 
Terminals,  Sabre-American  Airlines,  and 
Skyway  Freight 

Manufacturing — Bosch,  Raychem,  UB 
Networks,  Dell,  Reebok,  Stratus  Computers, 
DEC,  Bose  Speakers,  and  Canon 

Energy — PanCanadian  Petroleum,  KN 
Energy,  and  Phibro 

Insurance — Abeille  Vie,  Industrial  Indemnity, 
and  Filoli 

Marketing  and  Sales 

NeXT  has  an  international  sales  organization 
and  uses  direct  selling  to  reach  large  and  mid- 
sized clients.  The  company  has  sales  offices  in 
New  York  (NY),  San  Francisco  (CA),  Chicago 
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(IL),  Washinton  (D.C.),  London  (England), 
Paris,  (France),  Munich  (Germany),  and 
Tokyo  (Japan). 

The  company  is  developing  strategic  alliances 
and  leveraging  selling  efforts  through  indirect 
channels,  including  VARs,  Internet  Service 
Providers  (ISPs),  and  systems  integrators. 

NeXT  also  participates  in  joint  selling  and 
marketing  alliances  with  companies  providing 
strategic  Internet  and  enterprise  solutions. 

NeXT’s  marketing  activities  include 
participation  at  industry  events,  regional 
seminars,  and  advertising  in  targeted 
business  media  and  the  trade  press,  as  well  as 
through  industry  analysts. 

Alliances 

NeXT  has  alliances  or  strategic  relationships 
with  the  following  companies:  Microsoft, 
Netscape,  Hewlett-Packard,  Digital 
Equipment  Corporation,  Sun  Microsystems, 
Oracle,  Sybase,  Informix,  Andersen 
Consulting,  BDM,  Perot  Systems,  and  Price 
Waterhouse. 

NeXT  also  recently  announced  an  Enterprise 
Alliance  Program  targeted  at  VARs,  ISPs, 
systems  integrators,  and  software  vendors. 

The  company  currently  has  more  than  100 
VARs,  ISPs,  and  systems  integrators 
delivering  vertical  applications  in  the 
financial,  telecommunications,  insurance, 
transportation,  publishing,  and  government 
markets. 

Competition 

Companies  directly  competing  with  NeXT 
include  the  high-end  client/server  application 
development  product  companies  such  as 
Global  Internet’s  Forte  Systems  and  Seer, 
Web  application  development  product 
companies  such  as  Spider  Technologies  and 


Bluestone;  and  object-oriented  development 

product  companies  such  as  Parcplace/Digitalk 

and  Galaxy. 

INPUT  Assessment 

NeXT  Software’s  strengths  include: 

• Steve  Jobs’  vision,  industry  experience,  and 
capital  resources 

• Web  developers’  interest  in  object-oriented 
language  piqued  by  Java 

• Company-wide  focus  on  developing  and 
improving  object-based  technologies  and 
applications 

• The  open  platforms  of  NeXT  technologies 

Challenges  for  the  future  include  the 

following: 

• Promoting  the  benefits  of  object-based 
technologies 

• Attracting  interest  for  server-based 
development 
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President  & CEO:  R.E.  King 

Status:  Private 


Total  Employees:  592 

Total  Revenue:  $77,354,283 

Fiscal  Year  End:  1 2/31  /92 


Key  Points 


• During  1992,  Newtrend  was  reorganized  into  three  business  units 
according  to  markets  it  targets-retail  and  commercial  banks,  savings 
and  loan  and  savings  banks,  and  credit  unions. 

• In  early  1992,  Newtrend  assumed  responsibility  for  a major  IBM- 
based  data  center  in  Des  Moines  (IA).  The  data  center,  which  uses 
Newtrend's  INFOPOINT  software,  now  serves  as  Newtrend's 
principal  vehicle  for  offering  INFOPOINT  via  client-site  and 
remote-site  systems  operations  and  service  bureau  processing. 

• In  the  fourth  quarter  of  1992,  Newtrend  introduced  the  Credit  Union 
Business  Environment  (CUBE),  reportedly  the  only  system  currently 
available  for  credit  unions  based  on  client/server  technology. 

• In  the  fourth  quarter  of  1992,  Newtrend  began  marketing  EPS,  an 
information  management  and  profitability  system. 

• In  1993,  Newtrend  introduced  Executive  Powers,  an  executive 
information  system  enhancement  to  its  MISER2  product  line. 
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Company 

Description 


Organization 


Newtrend,  established  in  1977,  provides  a range  of  outsourcing, 
professional  services,  and  applications  software  products  to  retail  and 
commercial  banks,  savings  and  community  banks,  and  credit  unions. 
Clients  number  approximately  468  and  range  in  asset  size  from  $50 
million  to  more  than  $250  billion. 

Since  1991,  Computer  Associates  International  has  had  an  equity 
interest  in  Newtrend. 


Newtrend  is  currently  organized  into  three  strategic  lines  of  business 
supported  by  a companywide  Corporate  Services  organization.  Each 
business  unit  has  its  own  dedicated  resources  for  research  and 
development,  sales  and  marketing,  client  support,  and  outsourcing 
services. 

• The  Banking  Business  Unit  offers  its  IBM-based  INFOPOINTR  and 
EPS™  systems  to  retail  and  commercial  banks  with  assets  ranging 
from  $50  million  to  $250  billion. 

• The  Thrift  Business  Unit  offers  its  Unisys-based  MISER2R  to  savings 
banks  and  savings  and  loans  with  assets  over  $100  million. 

• The  Credit  Union  Business  Unit  serves  credit  unions  of  all  sizes. 
MISER2  is  marketed  to  very  large  institutions,  and  CUBE™  is  a 
client/server-based  system  available  to  credit  unions  of  all  sizes. 

Each  Business  Unit  organization  includes  an  Outsourcing  Division  that 
provide  systems  operations  (both  client-site  and  Newtrend-site)  and 
service  bureau  services.  Newtrend's  IBM-based  and  Unisys-based 
outsourcing  divisions  are  supported  by  data  centers  located  in  strategic 
regions  throughout  the  continental  U.S. 

The  Corporate  Services  organization  ensures  that  business  practices  are 
consistent  across  business  units  and  provides  financial,  legal,  human 
resources,  and  administrative  services  for  the  company. 

Newtrend  has  sales  and  data  processing  facilities  in  Arizona,  California, 
Connecticut,  Illinois,  Iowa,  Florida,  Kentucky,  Louisiana,  Maryland, 
Massachusetts,  Missouri,  New  Jersey,  New  York,  North  Carolina,  Ohio, 
Oregon,  Pennsylvania,  Texas,  Virginia,  and  Washington,  D.C. 
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Newtrend's  focus  for  its  three  business  areas  is  to  provide  outsourcing 
and  software  products.  Consulting,  installation,  and  other  services  are 
provided  as  ancillary  offerings  to  its  existing  software  and  services  client 
base. 

Newtrend  management  believes  that  its  three  target  markets  are 
becoming  more  homogenous  in  terms  of  the  applications  needed  to 
support  their  business  operations,  however: 

• Commercial  banks  still  need  stronger  commercial  lending  packages 
to  support  the  range  of  loans  they  service. 

• Thrifts  and  credit  unions  require  more  on-line  real-time  support  for 
credits  and  debits,  whereas  commercial  banks,  due  to  their  high 
volume  environment,  rely  of  proof-of-deposit,  memo  post  systems. 

Newtrend's  first  client/server  offering,  CUBE,  is  targeted  to  credit 
unions.  The  company  believes  that  client/server  technology  also  has  a 
place  in  thrifts  and  commercial  banks  by  providing  cost  benefits  and 
added  flexibility  and  power  to  end  users.  Newtrend  plans  to 
development  client/server  applications  for  these  markets  (initially  for 
community  banks). 

Newtrend's  investment  in  research  and  development  is  significantly 
above  the  industry  average,  with  $17.8  million  (23%  of  total  revenue) 
being  spent  in  1992.  Recent  development  efforts  have  focused  on 
Newtrend's  newest  products-EPS  and  CUBE.  Newtrend  also  plans  to 
maintain  its  INFOPOINT,  MISER2,  and  CUBE  software  platforms 
based  on  changes  in  client  requirements,  federal  regulations,  and 
technology  advancements.  Long  term  efforts  will  focus  on  migrating 
other  applications  to  client/server. 

Specific  strategies  by  line  of  business  are  as  follows: 

• Thrifts:  Newtrend’s  growth  strategy  will  continue  to  focus  on 
outsourcing  as  well  as  in-house  software,  with  a commitment  to 
service,  especially  in  the  areas  of  information  management  and 
distributed  processing.  Newtrend  has  recently  added  an  executive 
information  system  capability  (Executive  Powers)  to  MISER2. 

• Retail  and  commercial  banks:  Newtrend  will  continue  to  expand  its 
penetration  of  this  market  by  increasing  its  outsourcing  services  in 
back-office  applications  in  such  areas  as  loan  servicing  and  item 
processing,  and  through  customized  services,  including  imaging.  The 
company  will  also  expand  the  capabilities  of  EPS  to  include  risk 
management,  and  augment  strategic  applications  such  as  funds 
transfer  pricing.  Extended  support  services,  including  custom 
programming,  codevelopment,  and  advanced  training  will  be  added. 
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Credit  unions:  Newtrend  will  cultivate  the  strong  interest  in  its 
MISER2  and  CUBE  systems  and  expand  on  its  outsourcing  and  in- 
house  solutions.  Areas  to  be  addressed  include  networked  systems, 
EIS  functionality,  and  increased  support  services. 


Total  1992  revenue  reached  $77.4  million,  a 27%  increase  over  1991 
revenue  of  $61.1  million.  Net  income  reached  nearly  $8.7  million.  A 
four-year  financial  summary  is  shown  on  the  following  page. 

During  the  period  from  1989  to  1992,  total  revenue  grew  at  an  average 
annual  rate  of  16%,  and  recurring  revenue  grew  at  an  average  annual 
rate  of  28%. 

Revenue  in  1992  from  multiyear  outsourcing  agreements  totalled  $30.6 
million  (40%  of  revenue),  an  increase  of  96%  over  $15.6  million  in 
1991  (26%  of  revenue). 

Research  and  development  expenses  were  $17.8  million  (23%  of 
revenue)  in  1992,  compared  to  $16.8  million  (27%  of  revenue)  in  1991, 
and  $15.8  million  (27%  of  revenue)  in  1990. 


NEWTREND 

THREE-YEAR  FINANCIAL  SUMMARY 
($  millions) 


FISCAL  YEAR 

ITEM 

1992 

1991* 

1990* 

1989* 

Revenue 

• Percent  increase 

$77.4 

$61.1 

$57.8 

$49.8 

from  previous  year 

27% 

6% 

16% 

N/A 

Income  before  taxes 
• Percent  increase 

$8.7 

$8.1 

$8.0 

$6.0 

from  previous  year 

7% 

1% 

33% 

N/A 

Net  income 
■ Percent  increase 

$8.7 

$8.1 

$8.0 

$6.0 

from  previous  year 

7% 

1% 

33% 

N/A 

Unaudited  proforma  results 


Alliances 


Newtrend  maintains  numerous  alliances  with  companies  that  provide 
products  and  services  to  Newtrend  clients.  These  alliances  further 
expand  the  features  and  functionality  of  Newtrend's  products. 

Examples  of  key  alliances  include: 
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• OnLine  Financial  Communications  (branch  automation) 

• Unisys  (image  proof  of  deposit) 

• Cincinnati  Bell  Information  Systems  (statement  imaging) 

• J.D.  Carreker  and  Associates  (electronic  check  presentment) 

• TAT  X Corp.  (voice  response) 

Newtrend  also  contracts  certain  custom  programming  projects  to  a 
third  party. 

Employees 

As  of  December  31,  1992,  Newtrend  had  592  employees  (associates), 
segmented  as  follows: 

Sales  and  marketing  8% 

Service  54% 

Product  development  26% 

Administration  12% 

100% 

Competitors 

C 

Competitors  include  FIserv,  Alltel/Systematics,  M&I  Data  Services, 
(Marshall  & Isley),  The  BISYS  Group,  Ultradata,  and  Summit 
Information  Systems. 

Key  Products  and 
Services 

V 

INPUT  estimates  that  approximately  40%  of  Newtrend's  1992  revenue 
was  derived  from  outsourcing  (systems  operations/facilities 
management  and  service  bureau  processing)  and  60%  from  software 
licenses,  maintenance,  and  professional  services. 

Banking  Business  Unit: 

This  unit  provides  outsourcing  (systems  operations)  and  in-house 
software  licenses  based  on  Newtrend's  INFOPOINT  and  EPS  systems 
to  retail  and  commercial  operations  of  banks  ranging  from  $50  million 
to  $250  billion  in  assets.  There  are  249  clients,  with  the  vast  majority 
reporting  more  than  $500  million  in  assets,  and  60%  of  all  banks  with 
assets  over  $2  billion  are  Newtrend  clients. 

INFOPOINT  is  comprised  of  22  integrated  banking  applications  that 
may  operate  on  a standalone  basis  or  as  an  integrated  system. 

• INFOPOINT  is  available  for  license  on  IBM  and  compatible 
mainframes  under  MVS/VSE.  During  1992,  Newtrend  began  re- 
engineering the  INFOPOINT  applications  to  provide  an  open 
architecture 
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The  principal  market  addressed  by  this  product  is  commercial  banks 
with  assets  greater  than  $500  million. 

• In  February  1992,  Newtrend  assumed  responsibility  for  the 
operations  and  client  base  of  Financial  Information  Trust  (FIT),  a 
cooperatively  owned  financial  data  center  in  Des  Moines  (IA),  under 
a multiyear  $40  million  contract. 

- The  Des  Moines  data  center,  which  uses  an  INFOPOINT 
software  platform,  serves  as  Newtrend's  principal  vehicle  for 
offering  INFOPOINT  on  a remote  systems  operations  and  service 
bureau  basis.  The  data  center  now  serves  52  outsourcing  clients. 

- The  contract  added  $11.4  million  in  revenue  per  year  and  47 
clients,  as  well  as  approximately  110  new  employees. 

INFOPOINT  products  include  the  following: 

• Relationship  Management  Solution: 

- Relationship  Customer  Information  File  (RCIF) 

- Relationship  Management  (Household  Marketing, 

Relationship  Pricing,  Scrub,  De-dupe) 

Profitability  Analysis 

IMAGINE  Report  Writer 

• Deposit  Solution: 

- Combined  Interest  Reporting 
Combined  Statement 

- Deposits 

- Exception  Administrator 

- Time  Investment 

- Teller 

- Account  Analysis 

• Loans  Management  Solution: 

- Integrated  Commercial  Loans 

- Integrated  Installment  Loans 

- Mortgage  Loans 
Investor  Reporting 
Collection  Management 

- Recovery  Management  System 
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• Financial  Control  Solution: 

- Accounts  Payable  System  (APS) 

- General  ledger,  budgeting,  cost  allocation 

- IMAGINE  (report  writer) 

• Transaction  Management  Solution: 

- Teller  Transaction  Gateway 

- ACH  (automated  clearing  house) 

- Cashtran  (large  currency  transaction  reporting) 

- Multisort  (bulk  filing  and  fine  sorting) 

- SuperMICR  (item  capture  and  reporting) 

• As  a result  of  various  alliances,  the  capabilities  of  the  INFOPOINT 
system  have  also  been  extended  to  include  branch  automation, 
electronic  check  presentment,  image  statements,  and  proof  of 
deposit. 

EPS,  introduced  in  1993,  is  a management  information  warehouse  and 
performance  reporting  system  that  integrates  an  executive  information 
system,  general  ledger  capability,  and  multicurrency  support  into  a 
management  information  solution. 

Thrift  Business  Unit: 

This  unit  serves  savings  and  loans,  and  savings  banks  with  over  $100 
million  in  assets.  There  are  148  savings  and  loans  and  savings  bank 
clients. 

The  MISER2  System  is  a fully  integrated,  single  data  base  system  with 
40  applications  that  operates  in  either  an  on-line,  real-time,  batch,  or 
memo  post  mode. 

• MISER2  operates  on  Unisys  A Series  mainframes  and  is  available 
for  license  for  in-house  use,  through  a service  bureau  arrangement, 
or  on  a facilities  management  (systems  operations)  basis. 

• The  MISER2  family  of  applications  include  the  following: 

Deposit  Applications: 

- Demand  Deposit  Accounting 

- Savings  & Certificate  of  Deposit 

- Retirement  Accounting 

- Lease  Security 
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Loan  Applications: 

- Commercial  Loans 

- Installment  Loans 

- Line  of  Credit 

- Leasing 

- Construction  Loans 

- Mortgage  Loans 

- Investor  Servicing 

- Loan  Origination  and  Secondary  Marketing 
(Products  include  real  estate,  commercial, 
commercial  construction,  and  installment  loans) 

- On-Line  Collections 

Customer  Applications: 

- Relationship  CIF 

- Customer  Profitability 

- Marketing 

- Safe  Deposit  Box 

- Voice  response 

- Optical  disk  storage  and  retrieval 

Financial  Control  Applications: 

- General  Ledger 

- Accounts  Payable 

- Fixed  Assets 

- Cost  Accounting 

- Account  Reconciliation 

Management  Support  Applications: 

- Executive  Power  (EIS) 

- Asset/Liability 
Investment  Management 

- Report  Writer 

- Dollar  Roll 

• Transaction  Group  Applications: 

- Teller/Platform 

- EFT/ ATM 

- ACH  Processing/Warehousing 

- Alternate  Input  (ALTIN) 

- Item  Processing 

- On-line  diagnostics 
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Other: 

- BancAudit 

- Communicate  (Electronic  mail) 


Credit  Union  Business  Unit: 

This  unit  serves  credit  unions  of  all  sizes. 

The  MISER2  system,  described  above,  is  marketed  to  large  credit 
unions  typically  with  more  than  50,000  members  or  $300  million  in 
assets. 

CUBE,  introduced  in  the  fourth  quarter  of  1992,  allows  credit  unions  to 
run  their  complete  operation  on  microcomputer  workstations  via  local- 
area  networks. 

• The  new  system  runs  entirely  on  client/server  technology  and  is 
marketed  to  credit  unions  of  all  sizes.  There  are  currently  eight 
credit  unions  using  CUBE.  These  clients  typically  have  less  than 
50,000  members  or  less  than  $300  million  in  assets. 

• Key  functions  include: 

- Relational  data  base 

- Marketing  CIF 

- Graphics-based  executive  information  system 

- On-line  loan  application  and  tracking 

- On-line  collections 

- On-line  documentation 

- On-line  ATM  and  audio  response 

- Reporting 


Other: 

Newtrend  Educational  Services  (NES)  offers  more  than  100  ongoing 
educational  courses  to  Newtrend  clients  and  the  financial  industry  at 
large. 

■ In  addition  to  producing  informational  and  instructional  videos,  NES 
conducts  year-round  training  sessions  in  Orlando  and  various  other 
sites  throughout  the  U.S.  Educational  services  are  also  available  at 
the  customer  site. 

• Newtrend's  accredited  courses  cover  Newtrend's  software  products, 
as  well  as  other  information  technology  topics. 
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Geographic 

Markets 


Newtrend  disaster  recovery  services  include  a range  of  contingency 
planning  products  and  services,  including  hot-site  and  shell-site,  live 
local  testing,  and  recovery,  data  communications  network  configuration 
and  implementation,  and  contingency  planning  and  consulting  services. 
These  services  are  marketed  to  Newtrend  software  clients  and  are 
supported  by  its  disaster  recovery  center  in  Florida. 

Project  management,  consulting,  programming,  and  installation  services 
are  also  available. 


One  hundred  percent  of  Newtrend's  revenue  is  derived  from  the 
banking  and  finance  industry.  The  company  targets  institutions  ranging 
in  asset  size  from  $50  million  to  more  than  $250  billion. 

• For  1992,  approximately  249  (53%)  of  Newtrend's  customers  were 
commercial  and  savings  banks,  148  (32%)  were  savings  and  loans, 
and  71  (15%)  were  credit  unions  and  other  financial  institutions. 

• Approximately  35%  of  the  company's  clients  are  institutions  with 
assets  between  $100  million  and  $500  million,  13%  are  between  $500 
million  and  $1  billion,  41%  are  between  $1  billion  and  $10  billion, 
and  11%  are  over  $10  billion. 


Nearly  all  of  Newtrend's  revenue  is  derived  from  the  U.S.  The 
company  has  clients  in  all  states. 
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NMI 

11242  Waples  Mill  Road 
Fairfax,  VA  22030 
Phone:  (703)359-9400 
Fax:  (703)  385-3128 


Chairman,  President, 
and  CEO:  F.A.  Dramis,  Jr. 

Status:  Private  Corporation 

Total  Employees:  360 

Total  Revenue:  $43,000,000* 

Fiscal  Year  End:  1 2/31  /91 

* IMPI  IT  ectimatP 


Key  Points  . 

• NMI  (Network  Management,  Inc.)  is  moving  beyond  its  specialized 
areas  of  building  and  managing  network  infrastructures  and 
distributed  environments  for  clients  to  focus  on  offering  a range  of 
professional  services  in  support  of  "technology  transformation"-- 
migrating  centralized,  mission-critical  applications  to  distributed 
processing  environments  and  building  new  applications  on 
distributed  platforms. 

• This  move  includes  a greater  emphasis  on  service  and  support  rather 
than  the  company's  hardware/value-added  reseller  (VAR) 
relationships. 

• As  a result,  the  company  prefers  to  go  by  NMI  rather  than  Network 
Management,  Inc.  as  the  latter  does  not  truely  reflect  the  company's 
current  business. 

• In  early  1992,  NMI  announced  a significant  strategic  alliance  with 
Coopers  & Lybrand  to  provide  professional  and  systems  integration 
services  to  clients  moving  to  a client/server  environment.  The 
alliance  provides  Coopers  with  increased  networking  expertise  and 
provides  NMI  with  broader  access  to  decision  makers  in  large 
corporations. 
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NMI  offers  a range  of  "technology  transformation"  services  including 
consulting;  applications  development,  design,  and  implemenation;  and 
systems  administration. 

• Addressing  requirements  for  voice  and  data  transmission,  these 
services  encompass  systems  engineering;  network  analysis  and 
design;  facilities  management  for  networks  and  computer  systems; 
applications  and  systems  development;  network  management 
products;  and  local-area  network  (LAN)  and  wide-area  network 
(WAN)  design,  installation,  integration,  maintenance,  and 
administration. 

• NMI  clients  include  a range  of  government  and  commercial 
organizations. 


NMI  was  founded  in  1986  as  Network  Management,  Inc.  to  provide 
systems  integration  in  the  field  of  network  management. 

Since  its  inception,  the  company  has  made  a number  of  acquisitions, 
including  the  following: 

• CRC  Systems,  Inc.,  a facilities  management  and  telecommunications 
software  firm  with  large-scale  government  contracts 

Programmatics  Inc.,  a systems  engineering  firm  that  designs  complex 
voice  and  data  networks 

• Contel's  Network  Analysis  Center 

Net-Tech,  Inc.,  a Norcross  (GA)-based  company  specializing  in  the 
design  and  installation  of  LANs 

• LAN  Services,  Inc.,  a well-known  LAN  integrator  based  in  New 
York 


In  January  1992,  NMI  and  Coopers  & Lybrand,  the  international 
accounting  tax  and  consulting  firm,  announced  that  they  had  joined 
forces  to  help  public-  and  private-sector  clients  solve  their  networking 
and  systems  integration  needs. 

• The  alliance  provides  applications  development,  implementation  of 
new  technology  platforms,  and  rightsizing  of  organizations  and 
applications. 
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Key  Products  and 
Services 


• The  initial  focus  is  on  industries  where  Coopers  and  NMI  both  have 
a presence-the  financial  services,  government,  and  legal  sectors. 
Future  target  markets  include  health  care  and  small  manufacturers. 

NMI  is  also  a Lotus  Notes  VAR  and  is  negotiating  a CSI  agreement 
with  Sun  Microsystems. 

In  addition,  NMI  commonly  integrates  multivendor  networks  with 
equipment  from  other  vendors  such  as  Compaq,  Synoptics,  Cabletron, 
Everex,  Vortex,  Interlan,  and  Interpreter. 


NMI's  1991  revenue  was  derived  primarily  from  network  integration, 
systems  operations  and  consulting,  planning,  and  design  professional 
services. 

NMI's  current  focus  is  to  assist  public-  and  private-sector  clients  in 
converting  their  data  bases,  applications,  and  business  process  flows  as 
they  move  to  distributed  platforms.  Current  services  include  the 
following: 

• Business  process  studies  and  systems  management  risk  assessment 

• Technology  staff/custom  conversion  programs,  transition 
environment  definitions  and  plans,  and  network  design  services 

• Applications,  data  base,  and  network  design  and  systems  assurance 

• Applications,  data  base,  and  network  prototyping  and  information 
modeling  plans 

• Applications  development,  data  base  migration,  operations 
consulting,  and  network  implementation 

• Systems  administration,  stress  tests,  systems  operations  and 
management,  capacity  planning,  and  control  software  requirements 

MIND  and  I-M1ND  (Modular  Interactive  Network  Designer)  are 
NMI's  proprietary  tools  for  performance  modeling  and  emulating 
networks.  The  products  allow  NMI  to  minimize  network  costs  and 
optimize  network  performance.  (I-MIND  is  used  for  international 
installations.) 
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NMI  provides  complete  on-site  telecommunications  support,  including: 

• Requirements  analysis  and  specifications  development 

• Design,  implementation,  and  testing  of  telecommunications 
networks 

• Management  of  telecommunications  resources 

• Configuration  management 

• Voice  and  data  line  installation 

• Acquisition  support 

• Equipment  tracking  and  inventory 

• Data  base  generation 

• Vendor  coordination 

• Work  order  generation  and  tracking 

• Floor  plan  preparation 

• Equipment  installation 

• Telecommunications  resource  allocation 

• Telecommunications  resource  usage  tracking 

• Help-desk  support 

• User  training 

- Report  generation 

• Cost  evaluation 

• Cost  recovery 

NMI  personnel  are  available  to  operate  a local/wide  area  network 
once  it  has  been  installed.  NMI  employees  serve  as  system 
administrators,  program  and  facilities  managers,  and,  using  NMI's 
family  of  management  tools,  maximize  availability  and  performance  of 
customer  networks.  NMI’s  services  include: 

■ Operation  of  data  processing  and  network  control  centers 

• Manning  of  trouble  desks 

• Vendor  coordination 

• Ordering  transmission  facilities  and  services 

NMI's  Certified  System  Administrator  program  is  designed  to  provide 
clients  with  NMI-certified  system/ network  administrators  who  have 
undergone  rigorous  training  and  testing  in  one  or  more  of  the 
networks/operating  systems  currently  in  use,  including: 

• UNIX 

• Banyan 

• Novell 

• Microsoft  LAN  Manager 
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INPUT  estimates  that  over  50%  of  NMI's  revenue  is  derived  from 
government  clients  and  the  remainder  from  commercial/private-sector 
clients. 

NMI  has  an  installed  base  of  more  than  3,500  networks  ranging  from 
five-node  LANs  to  multiserver,  multisite  WANs.  Its  client  base 
includes  more  than  300  Fortune  500  accounts  as  well  as  a host  of  other 
businesses  and  key  federal,  state,  and  local  government  accounts. 


A selected  list  of  clients  follows: 

• State  governments:  the  State  of  California  and  the  State  of 
Delaware 

• Federal  government  and  related  agencies:  the  Department  of 
Defense,  the  State  Department,  the  Federal  Deposit  Insurance 
Corporation  (FDIC),  the  Federal  Trade  Commission  (FTC),  the 
General  Services  Administration,  the  Environmental  Protection 
Agency  (EPA),  Fannie  Mae,  the  World  Bank,  and  ConEdison. 

• Private-sector  organizations:  MCI,  First  Boston,  Fairchild,  Martin 
Marietta,  Merrill  Lynch,  Millapore,  Nabisco,  the  C.I.T.  Group, 
Scudder  Stevens  & Clark,  American  Express,  Rogers  & Wells, 
University  Microfilm,  Bank  of  Boston,  ProRehab,  Bankers  Trust, 
Williams  Service  Group,  US  Sprint,  and  AT&T. 


INPUT  estimates  over  95%  of  NMI's  1991  revenue  was  derived  from 
the  U.S.  and  the  remainder  from  international  sources. 

Regional  offices  are  in  Syosset  and  New  York  (NY),  Somerset  (NJ), 
and  Norcross  (GA).  Branch  offices  are  in  Miami,  Boston,  Hawaii,  and 
Germany. 
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NORTRIDGE  SOFTWARE,  INC. 

1100  State  Bank  Center 
P.O.  Box  598 
Freeport,  IL  61032 
(815)  233-2050 


Vale  Nortridge,  President 
Limited  Partnership 
Total  Employees:  14(5/89) 
Total  Revenue,  Fiscal  Year  End 
12/31/88:  $950,000 


F AX 
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Nortridge  Software,  established  in  1981,  provides  microcomputer- 
based  financial  application  software  to  the  banking  and  finance 
industry. 

INPUT  estimates  that  Nortridge's  1988  revenue  reached  $950,000. 
Northridge's  average  annual  growth  rate  has  been  approximately 
10%  over  the  past  three  years. 


Key  Products  and  Nortridge  derived  95%  of  its  revenue  from  financial  application 
Services  software  sales  (70%  software  sales  and  30%  maintenance).  The 

remaining  5%  is  derived  from  education  and  training  services. 

Nortride  currently  markets  31  financial  application  packages,  as 
shown  in  the  exhibit. 

• Nortridge's  software  operates  on  most  major  microcomputers 
running  PC-DOS  and  MS-DOS.  All  software  was  written  in 
Microsoft  BASIC. 

• Each  program  includes  a user  manual  and  a toll-free  customer 
support  telephone  number.  Annual  Update  and  Enhancement 
Contracts  are  available  for  15%  of  the  current  program  price. 

Education  and  training  services  for  Nortridge  products  are 
available  at  the  customer's  location  for  $300  per  day  plus  expenses. 


Industry  Markets  Nortridge  derived  approximately  95%  of  its  1988  revenue  from  the 

banking  and  finance  industry-the  majority  from  commercial 
banks.  The  remaining  5%  was  derived  from  a variety  of  other 
industries. 
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EXHIBIT 

NORTRIDGE  SOFTWARE  PRODUCTS 


PRODUCT 


Agricultural  Loan  Analysis 
Asset/Liability  Management 
Cash  Flow  Analysis 
Charged-Off  Loan  Accounting  I 
Charged-Off  Loan  Accounting  II 
with  Date  Tickler 
Commercial  Loan  Accounting 
Date  Tickler 

Document  Tickler  w/Letter  Writer 
FASB  91 

Floor  Plan  Loan  Accounting 

General  Ledger  Accounting 

Home  Equity  Line  Loan  Accounting 

IRA  Account  Value  Projections 

IRA  Accounting  Version  I 

IRA  Accounting  Version  II  (Self-directed) 

IRA  Minimum  Withdrawal 

Loan  Amortization  & Comparison 

IRS  Magnetic  Media  Reporting/Filing 

NSASCII  Data  File  Transfer 

NSNAME 

NSSHARE  (For  network  environments) 

Password  Protection 

Probate  Timetable 

Rebate  Comparison 

Safe  Deposit  Box  I 

Safe  Deposit  Box  II  w/Date  Tickler 

Stockholder  Accounting  I 

Stockholder  Accounting  II 

Trust  Accounting  I w/Date  Tickler 

Trust  Accounting  II  w/Date  Tickler 

Will  File 


YEAR 

'JTRODUCED 

NUMBER 

INSTALLED 

PRICE 

1982 

47 

$ 

99.00 

1982 

72 

$ 

1,995.00 

1982 

32 

$ 

99.00 

1985 

77 

$ 

995.00 

1986 

62 

$ 

1,995.00 

1985 

42 

$ 

2,995.00 

1986 

66 

$ 

99.00 

1989 

13 

$ 

495.00 

1987 

122 

$ 

495.00 

1988 

7 

$ 

2,995.00 

1982 

75 

$ 

2,495.00 

1986 

37 

$ 

2,995.00 

1987 

42 

$ 

99.00 

1987 

36 

$ 

2,995.00 

1987 

47 

$ 

3,995.00 

1987 

24 

$ 

99.00 

1986 

12 

$ 

99.00 

1985 

74 

$ 

395.00 

1986 

32 

$ 

400.00 

1986 

14 

$ 

100.00 

1986 

23 

$ 

995.00 

1985 

14 

$ 

400.00 

1987 

12 

$ 

300.00 

1987 

14 

$ 

99.00 

1983 

127 

$ 

895.00 

1986 

76 

$ 

1,195.00 

1983 

123 

$ 

995.00 

1987 

41 

$ 

1,495.00 

1986 

64 

$ 

3,495.00 

1986 

71 

$ 

4,995.00 

1988 

17 

$ 

300.00 

Page  2 Of  3 Copyright  1989  by  INPUT.  Reproduction  Prohibited. 


May  1989 


NORTRIDGE  SOFTWARE,  INC. 


INPUT 


Geographic 

Markets 


Computer 

Hardware 


Approximately  98%  of  Nortridge's  1988  revenue  was  derived  from 
47  states  across  the  U.S:  The  remaining  2%  was  derived  from 
international  sources,  including  Canada,  New  Zealand,  Mexico, 
Bermuda,  and  the  Bahamas. 

Nortridge's  software  products  are  sold  through  its  direct  sales 
force.  Nortridge  maintains  a sales  office  in  San  Rafael  (CA). 


Nortridge  has  microcomputers  from  various  manufacturers 
installed  at  its  headquarters. 
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Novell,  Inc. 


President 

& CEO:  Robert  J.  Frankenberg 

1555  North  Technology  Way 
Orem,  UT  84057 

Phone:  (801)429-7000 

Fax:  (801)429-5555 

Internet:  Http://www.novell.com 


Status: 

Employees: 

Revenue: 

Fiscal  Year  End: 


Public 
6,400  (3/96) 
$2,041,174,000 
10/28/95 


• In  March  1996,  the  company  announced  a 
two-phase  program  for  implementing  its 
NetWare  Directory  Services  (NDS)  on 
Microsoft  Windows  NT. 


Key  Points 

• Novell.  Inc.  is  a systems  software  company 
that  develops  and  markets  network  services 
and  operating  systems  software  products,  as 
well  as  application  programming  tools. 

• In  March  1996.  Novell  agreed  to  license  the 
Java  programming  language  from  Sun 
Microsystems.  The  company  plans  to  use 
Java,  which  allows  developers  to  create 
programs  for  the  Internet’s  World  Wide 
Web,  with  its  NetWare  operating  system. 


• In  the  first  quarter  of  fiscal  1996,  Novell 
reduced  its  work  force  and  instituted  cost 
control  measures  in  support  of  efforts  to 
refocus  the  company  to  network  software. 

• In  February  1996,  under  the  terms  of  its 
strategic  partnership,  BEA  became  the 
exclusive  developer  and  distributor  of 
Novell’s  TUXEDO®  System  on  UNIX,  NT 
and  all  non-NetWare  platforms.  Most 
Novell  TUXEDO  employees  have  now  moved 
to  BEA. 
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• In  January  1996,  Novell  announced  the 
reorganization  of  its  product  organization  to 
reflect  its  new  focus  on  network  software 
products.  The  new  Novell  Products  Group 
consolidates  the  Systems  Applications,  and 
Information  Access  and  Management 
Groups  into  a single  organization  with  three 
market  units. 

• In  January  1996,  Novell  agreed  to  sell  its 
personal  productivity  applications  product 
line  to  Corel  Corporation,  a developer  of  PC 
graphics  and  multimedia  software. 

- Products  included  the  PerfectOffice 
application  suite,  WordPerfect  word 
processing  applications,  QuattroPro 
spreadsheet  and  related  software. 

- Corel  will  also  license  GroupWise  client 
software  and  Envoy  electronic  publishing 
software  from  Novell  for  a minimum 
royalty  obligation  of  $70  million  over  the 
next  five  years. 

- Novell  will  receive  9.95  million  shares 
(20%)  of  Corel’s  outstanding  common  stock 
and  $10.75  million  in  cash. 

• In  December  1995,  Novell  sold  its  UnixWare 
product  line  to  the  Santa  Cruz  Operation, 

Inc.  (SCO),  resulting  in  Novell’s  ownership  of 
approximately  6.1  million  shares  (17%)  of 
outstanding  SCO  common  stock.  Novell  will 
receive  a revenue  stream  from  the  sold 
UnixWare  business,  not  to  exceed  $84 
million  net  present  value,  over  the  next  five 
years. 

Company  Description 

Novell.  Inc.,  founded  in  1983,  is  an 
information  systems  software  company  that 
develops,  markets  and  services  specialized 
operating  system  products  and  networking 
services.  Novell's  products  provide  matched 
software  components  for  distributing 


information  resources  within  local,  wide-area 
and  internetworked  information  systems. 

During  the  first  quarter  of  fiscal  1996,  Novell 
repurchased  approximately  7 million  shares  of 
its  common  stock  for  $106  million.  The  Board 
of  Directors  has  authorized  the  repurchase  of 
up  to  37  million  shares  of  common  stock 
through  October  1996. 

Organization  and  Structure 

In  fiscal  1994  and  the  majority  of  fiscal  1995, 
Novell  operated  through  four  operational 
groups  as  follows: 

• NetWare  Systems  Group  (NSG)  provided 
operating  systems  software  and  network 
services  products  for  NetWare  networks. 

• UNIX  System  Group  (USG)  provided  a range 
of  UNIX  operating  systems  and  UNIX 
connectivity  products. 

• Novell  Applications  Group  (NAG)  was 
responsible  for  the  development  of  personal 
and  group  productivity  products  and 
consumer  applications. 

• Information  Access  and  Management  Group 
(IAMG)  was  responsible  for  Novell’s  LAN 

W orkplace  TCP/IP  software  product  line. 

Novell  has  restructured  its  organization  and  is 
now  operating  with  one  consolidated  product 
group— the  Novell  Products  Group.  This 
group,  organized  in  January  1996,  will  focus 
product  development  and  marketing  on 
growth  markets  for  network  software  and  the 
delivery  of  integrated  network  solutions. 

• Novell  Products  Group  has  consolidated  the 
Systems,  Applications,  and  Information 
Access  and  Management  Groups  into  a 
single  organization  to  include  three  new 
market  units  and  a new  operations  unit: 
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- Internet/ Intranet — markets  application- 
level  products  for  the  Internet,  the 
NetWare  Web  Server  for  intranet  and 
Internet  access  and  publishing,  and 
technology  to  support  managed  Internet 
and  commerce  services  through  NetWare 
Connect  Services  (NCS).  The  unit  is  also 
advancing  Novell's  GroupWise™  family  of 
groupware  products  for  use  with  the 
Internet,  and  is  carrying  forward  Novell 
Embedded  Systems  Technology  (NEST)  as 
a high-performance  solution  for 
integrating  powerline  and  cable  systems 
with  the  Internet. 

- Distributed  Networks — addresses  the 
network  solution  needs  of  organizations 
connecting  multiple  LANs  and  business 
sites.  This  unit  is  also  responsible  for 
continued  development  of  the  core 
NetWare  operating  system  platform, 
Novell’s  smart  network  services, 
integrated  back-office  solutions  network 
and  desktop  management  solutions,  and 
the  initiative  code-named  Net2000  to 
provide  development  with  common 
interfaces  to  network  services. 

- Small -Office / Home  Office  (SOHO) — 
focused  on  integrated  solutions  for  SOHO 
customers  and  other  single-site  market 
segments,  through  access  to  managed 
WAN  and  Internet  service  through  NCS. 
outsourcing  of  network  management  with 
Novell’s  ManageWise  product,  and 
integration  of  NetWare  with  GroupWise 
network-based  messaging. 

- Group  Operations — provides  coordination 
across  the  group  in  finance,  product 
marketing,  business  development, 
strategic  business  planning,  developer 
relations,  process  development,  and 
management  training. 


Novell  Education  provides  education  programs 
and  training  courses  for  each  segment  of  the 
network  computing  industry. 

Novell  Technical  Services  provides  technical 
support  alternatives  from  which  users  may 
choose  for  support  services.  These  include  the 
worldwide  service  and  support  organization, 
the  Technical  Support  Alliance,  the  Certified 
Novell  Engineer  program,  the  Independent 
Manufacturer  Support  Program  and  the 
Client/Server  Testing  Program. 

Worldwide  operations  of  the  corporation  are 
directed  from  Novell's  corporate  headquarters 
in  Orem  (UT)  and  its  sales  and  marketing 
facilities  in  San  Jose  (CA).  Domestic  offices 
are  in  Arizona,  California,  Colorado, 
Connecticut,  the  District  of  Columbia,  Florida, 
Georgia,  Illinois,  Massachusetts,  Michigan, 
Minnesota,  Missouri.  New  Jersey,  New  York, 
North  Carolina.  Ohio,  Oregon,  Pennsylvania, 
Tennessee,  Texas,  Utah,  and  Washington. 

Novell  has  international  subsidiary  companies 
located  in  Argentina,  Australia,  Austria, 
Belgium.  Brazil,  Canada,  Chile,  the  People’s 
Republic  of  China,  Columbia,  the  Czech 
Republic,  Denmark,  Finland,  France, 
Germany,  Hong  Kong.  Hungary,  India, 
Ireland,  Italy,  Japan,  Korea,  Malaysia, 

Mexico,  the  Netherlands.  Norway,  Poland, 
Portugal.  Singapore,  South  Africa,  Spain, 
Sweden.  Switzerland,  Taiwan,  the  United 
Arab  Emirates,  the  U.K.,  and  Venezuela. 

Company  Strategy 

Novell’s  vision  is  to  be  a leader  in  the 
convergence  of  workgroup  and  enterprise 
networks  with  the  Internet,  By  partnering 
with  leading  worldwide  computer  hardware 
and  software  developers,  telecommunications 
carriers,  and  content  providers.  Novell's  goal 
is  to  build  the  Smart  Global  Network™,  a 
managed  Internet  that  provides  access  to 
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information  anytime,  anyplace.  The 
company’s  mission  is  to  enable  one  billion 
network  connections  by  the  year  2000. 

Novell  and  its  partners  are  employing  five 
strategic  initiatives  to  achieve  this  goal: 

• Providing  smart  networks  that  are  easy  to 
manage  and  use  and  that  are  capable  of 
connecting  people  with  each  other,  the 
information  they  need,  and  the  systems 
upon  which  they  rely 

• Interconnecting  smart  networks,  making 
Novell  networks  global  in  reach  and  an 
integral  part  of  the  Internet 

• Standardizing  developer  interfaces,  enabling 
developers  to  create  cross-platform 
applications  that  can  exploit  the  Smart 
Global  Network 

• Providing  rich  network  access  through 
GroupWare  and  other  network  applications, 
enabling  users  to  access  network  services  for 
communication  and  collaboration 

• Expanding  network  access  beyond  LANs  and 
PCs  to  connect  intelligent  devices  of  every 
kind 

Novell’s  strategy  in  1996  is  to  refocus  the 
company  to  network  software.  The  company’s 
key  focus  will  be  on  its  global  directory  service, 
the  NetWare  Directory  Service  (NDS).  In 
addition,  the  company  will  concentrate  on 
NetWare  Connect  Services  (NCS),  Novell 
Embedded  Systems  Technology  (NEST)  and 
TUXEDO. 

During  the  second  quarter  of  fiscal  1996,  the 
company  will  implement  a change  in  its 
traditional  distribution  stocking  policy  to 


address  the  trend  toward  multiproduct 
network  software  hcensing  programs. 

• Novell  had  traditionally  maintained  high 
channel  inventories  of  individually  packaged 
software  products,  but  now  intends  to  reduce 
these  inventories  by  up  to  $225  million,  due 
to  the  increasing  proportion  of  sales  through 
channel  partner  and  customer  license 
agreements. 

• This  reduction  is  expected  to  decrease 
second-quarter  revenue,  as  well  as  create  a 
moderate  quarterly  loss. 

• The  resetting  of  channel  inventories  is 
expected  to  improve  inventory  turns  and 
profits  for  channel  partners  as  well  as 
reduce  cost-of-goods  and  channel  promotion 
costs  for  Novell. 

Financials 

Total  fiscal  1995  revenue  reached  more  than 
$2  billion,  a 2%  increase  over  fiscal  1994 
revenue  of  $1,998.1  million.  Net  income  was 
$338.3  million  in  fiscal  1995,  compared  to  net 
income  of  $206.7  million  in  fiscal  1994.  On  a 
pro  forma  basis  that  excludes  a nonrecurring 
Unix  license  buyout  and  acquisition  related 
expenses,  1994  revenue  was  $1,917.6  million 
and  net  income  was  $298  million.  A five-year 
financial  summary  is  shown  on  the  following 
page. 

Revenue  from  NetWare  network  operating 
system  software  in  fiscal  1995  grew  19%  over 
the  previous  year.  Novell’s  other  network  and 
systems  software  revenue  grew  by  $600 
million.  These  gains  were  offset  by  a $122 
million  decline  in  personal  productivity 
applications  revenue. 
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Novell,  Inc. 

Five-Year  Financial  Summary 

($  Millions,  except  per-share  data) 


Fiscal  Year  End 

Item 

10/95 

10/94(a) 

10/93 

10/92 

10/91 

Revenue 

$2,014.2 

$1,917.6 

$1,830.4 

$1,512.5 

$1,262.1 

• Percent  change  from 
previous  year 

5% 

5% 

21% 

20% 

26% 

Income  before  taxes 

$508.7 

$297.4 

$138.2 

$461.8 

$461.2 

• Percent  change  from 
previous  year 

71% 

115% 

(70%) 

— 

31% 

Net  income 

$338.3 

$206.7 

$40.7 

$322.0 

$363.3 

• Percent  change  from 
previous  year 

64% 

408% 

(87%) 

11% 

24 

Earnings  per  share 

$0.90 

$0.56 

$0.11 

$0.90 

$1.05 

• Percent  change  from 
previous  year 

61% 

409% 

(88%) 

(14%) 

17% 

(a)  1994  figures  adjusted  to  exclude  nonrecurring  Unix  license  revenue  and  acquisition-related  expense. 


Product  development  expenditures  were 
approximately  $368  million  (18%  of  revenue) 
in  fiscal  1995,  compared  to  $347  million  (17% 
of  revenue)  in  fiscal  1994  and  $290  million 
(16%  of  revenue)  in  fiscal  1993. 

Revenue  Analysis  by  Product  / Service 
Through  fiscal  1995,  Novell  operated  within 
four  product  groups.  A three-year  summary  of 
source  of  revenue  by  these  product  groups 
appears  on  the  following  page. 

• NSG  revenue  growth  of  16%  in  fiscal  1995 
was  attributed  to  increases  in  the 
NetWare  4 product,  offset  by  declines  in 
NetWare  3 and  other  NSG  products. 

• The  decrease  of  17%  in  NAG  revenue  was 
primarily  the  result  of  a decrease  in 
WordPerfect  revenue,  offset  by  increases  in 
GroupWise  and  the  PerfectOffice  suite. 


- The  personal  productivity  applications 
product  line,  sold  to  Corel  Corporation  in 
January  1996,  accounted  for  $407  million 
of  revenue. 

• On  a pro  forma  basis,  USG  experienced  a 7% 
revenue  growth  year  to  year.  Including  the 
fiscal  1994  charges,  USG  revenue  decreased 
57%  in  fiscal  1995.  This  decrease  was 
attributed  to  the  one-time  fully  paid  license 
for  UNIX  technology  sold  to  Sun 
Microsystems  for  $81  million,  representing 
4%  of  total  revenue  in  fiscal  1994. 

• IAMG  revenue  growth  of  9%  in  fiscal  1995 
was  mainly  attributable  to  host  connectivity 
products. 
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Novell,  Inc. 

Three-Year  Source  of  Revenue  Summary 

($  Millions) 


Fiscal  Year  End 

10/95 

10/94(a) 

10/93 

Product/Service 

Revenue 

$ 

Percent  of 
Total 

Revenue 

$ 

Percent  of 
Total 

Revenue 

$ 

Percent  of 
Total 

• NSG  products 

$1,062.5 

52% 

$912.9 

48% 

$825.6 

45% 

• USG  products 

103.2 

5% 

96.5 

5% 

49.3 

3% 

• IAMG  products 

250.3 

12% 

229.2 

12% 

168.6 

9% 

• NAG  products 

479.3 

24% 

577.4 

30% 

707.5 

39% 

• Education  and  support  services 

145.9 

7% 

101.6 

5% 

79.4 

4% 

Total 

$2,041.2 

100% 

$1,917.6 

100% 

$1,830.4 

100% 

(a)  1994  figures  adjusted  to  exclude  nonrecurring  Unix  license  revenue  and  acquisition-related  expense. 


Interim  Results 

Novell  reported  net  revenue  of  $438  million 
for  the  three  months  ending  January  27,  1996, 
a decline  of  11%  from  net  revenue  of  $493.2 
million  during  the  same  period  in  1995.  Net 
income  for  the  period  was  $64  million,  down 
21%  from  $81.5  million  posted  for  the  same 
period  a year  ago. 

• Revenue  from  NetWare  network  operating 
system  software  totaled  $228  million  during 
the  period. 

- NetWare  4 contributed  approximately  58% 
($131  million)  of  total  NetWare  revenue, 
growing  80%  year  to  year. 

- NetWare  3 declines  partially  offset 
increases  in  NetWare  4 revenue. 

• GroupWise  (Novell’s  electronic  messaging 
and  workgroup  application)  revenue  was  $21 
million,  a 3%  increase  over  the  same  period 
in  1995. 


• Business  applications  products  revenue  fell 
to  $42  million,  a decline  of  67%  from  the 
same  period  the  previous  year. 

Market  Financials 

Novell’s  products  cater  to  all  industries,  from 
individual  users  and  small  businesses  to 
government,  higher  education  and  large 
commercial  organizations. 

Geographic  Markets 

Approximately  53%  of  Novell's  fiscal  1995 
revenue  was  derived  from  the  U.S.  and  the 
remaining  47%  from  other  international 
sources.  International  revenue  included  $568 
million  (28%)  from  Europe,  the  Middle  East 
and  Africa,  $292  million  (14%)  from 
Asia/Pacific,  and  $99  million  (5%)  from 
Canada  and  the  Americas. 

A three-year  geographic  source  of  revenue 
summary  follows. 
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Novell,  Inc. 

Three-Year  Geographic  Source  of  Revenue  Summary 

($  Millions) 


Fiscal  Year  End 

10/95 

1 0/94(a) 

10/S 

3 

Geographic  Market 

Revenue 

$ 

Percent  of 
Total 

Revenue 

$ 

Percent  of 
Total 

Revenue 

$ 

Percent 
of  T otal 

U.S. 

$1,081.5 

53% 

$1,057.0 

55% 

$1,043.3 

57% 

International 

959.7 

47% 

860.6 

45% 

787.1 

43% 

Total 

$2,041.2 

100% 

$1,917.6 

100% 

$1,830.4 

100% 

(a)  1994  figures  adjusted  to  exclude  nonrecurring  Unix  license  revenue  and  acquisition-related  expense. 


Employees 

As  of  December  31,  1995,  Novell  had 
approximately  7,272  employees,  segmented  as 
follows: 


Marketing  and  sales 2,004 

Product  development 2,556 

General  and  administration 972 

Service,  support,  education 

and  operations 1.740 

7,272 


Of  the  7,272  employees,  404  were  located  in 
the  U.S.  field  offices  and  1.733  in  international 
offices.  The  remaining  5,135  worked  out  of 
Novell’s  facilities  in  Utah,  California  and  New 
Jersey. 

The  company  currently  has  6,400  employees. 

Key  Products  and  Services 

Products 

Novell  develops  and  markets  its  products 
through  the  Novell  Products  Group  and 
through  three  market  units: 

Internet /Intranet,  Distributed  Networks  and 
Small  Office/ Home  Office. 


Internet  / Intranet 

The  unit  markets  application-level  products 
for  the  Internet  and  technology  to  support 
managed  Internet  and  commerce  services 
through  NetWare  Connect  Services  (NCS). 

Novell's  internetworking  products  tie  local 
NetWare  networks  into  wide  area  networks, 
assisting  customers  as  they  expand  their 
computing  resources.  The  company’s  current 
internetworking  products  include  NetW  are 
Connect  version  1.0  and  the  NetW  are  Multi- 
Protocol  Router-basic  version  3.0. 

• NetWare  Connect  enables  remote  users  of 
MS  Windows,  DOS,  and  Macintosh  to  dial  in 
and  access  all  resources  available  on  a 
NetWare  network.  It  also  allows  network 
users  to  dial  out  remotely  from  the  network. 

• NetWare  for  SAA  is  software  for  connecting 
desktop  computers  with  IBM  system  370 
and  AS/400  host  computers. 

• NetWare  Navigator  is  for  centralized, 
automated  software  and  data  distribution 
for  Novell  networks. 
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• NetWare  Embedded  Systems  Technology 
(NEST)  allows  office  devices  (e.g.,  printers, 
copiers,  faxes,  cellular  telephones,  pagers) 
and  non-office  devices  (e.g.,  set-top  cable 
television  boxes  and  utility  meters)  to  be 
networked  using  NetWare  networks. 

• NetWare  Mobile — Synchronizes  data  used 
by  mobile  users  with  network  data  when  the 
users  reconnect  to  a network. 

GroupWise  4.1  is  a suite  of  workgroup 
productivity  software  that  combines  E-mail, 
personal  calendaring,  group  scheduling,  task 
management,  rules-based  message 
management  and  workflow  routing  into  a 
single  application. 

• GroupWise  4.1  Clients  for  Windows,  DOS, 
Macintosh,  or  UNIX — provides  the  user 
interface  for  the  messaging  system. 

• GroupWise  4. 1 Administration  for  DOS  or 
SunOS,  packaged  with  the  client  software, 
provides  the  messaging  system 
administration. 

NetWare  Web  Server  runs  on  NetWare  4 
servers  for  both  internal  communication  and 
external  publishing  on  the  Internet’s  World 
Aide  Web.  NetWare  Web  Server  is 
implemented  as  a set  of  NetWare  Loadable 
Modules™  and  converts  the  NetWare  4. 1 
server  into  a platform  for  publishing 
HyperText  Markup  Language  (HTML)  pages. 

Distributed  Networks 

This  unit  addresses  the  network  solution 
needs  of  organizations  connecting  multiple 
LANs  and  business  sites.  It  is  responsible  for 
the  continued  development  of  Novell’s  core 
operating  system  platform,  NetWare, 
previously  developed  through  the  NetWare 
Systems  Group  (NSG).  The  NetWare  family 
includes  the  following  products: 


• NetWare  4— In  March  1993,  Novell 
introduced  the  NetWare  4 operating  system 
which  demonstrates  how  one  server  can 
support  1,000  clients  or  one  client  can  access 
1,000  servers.  Current  NetWare  4 products 
include  NetWare  4.1,  NetWare  4.1  SMP, 
NetWare/IP  2.1  NetWare  Clients™  and 
NetWare  SFT  III™. 

• NetWare  3— NetWare  3 is  a 32-bit  network 
operating  system  that  supports  DOS,  MS 
Windows,  OS/2,  UNIX,  Macintosh  and  the 
IBM  SAA  environment. 

» NetWare  for  Macintosh— NetWare  for 
Macintosh  allows  Macintosh,  DOS  and  OS/2 
workstations  to  share  data  and  resources  in 
a network  environment.  It  comes  in  two 
versions:  NetWare  for  Macintosh  4.01  and 
NetWare  for  Macintosh  3.12. 

1 Personal  NetWares— Personal  NetWare 
allows  users  to  connect  as  many  as  50  PCs 
running  on  DOS  or  MS  Windows,  and  share 
hard  disks,  printers,  CDROM  drives  and 
other  resources. 

Novell  continues  to  develop  and  market  the 
TUXEDO  System  for  the  development  and 
deployment  of  distributed  client/server 
applications  on  the  NetWare  platform. 

Distributed  Networks  also  supplies  TCP/IP 
software  through  Novell’s  LAN  Workplace 
product  line,  previously  supplied  through 
Novell  s Information  Access  and  Management 
Group  (IAMG). 

• LAN  Workplace — A connectivity  package 
that  provides  users  with  concurrent  access 
to  TCP/IP.  Internet  and  NetWare  resources. 
Available  for  DOS,  MS  Windows  and  Mac 
users 

LANalyzer— monitoring  and  analysis  tool  for 
troubleshooting  NetWare  networks 
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• ManageWise — Art  integrated  set  of 
management  services  that  monitors  and 
controls  the  network  from  end  to  end, 
including  user  desktops,  servers  and 
network  infrastructure 

• Novell’s  NetWare  Telephony  Services 
platform  and  Telephony  Services  API 
(TSAPI)  enable  customers  to  connect 
computer  and  telephone  PBX  systems  in 
integrated  network  solutions.  NetWare 
Telephony  Services  applications  place  and 
route  calls,  report  system-wide  telephone 
activity  and  provide  call-related  information 
with  calls. 

• Network  Directory  Services™  (NDS™)  is  a 
new  technology  perfected  with  NetWare  that 
forms  the  backbone  for  pervasive  computing 
and  provides  a network-wide  directory  of 
users,  network  equipment,  systems,  data, 
and  network  services.  The  directory  is  a 
global  database  provided  by  NetWare  4 
servers.  It  replaces  the  bindery,  which 
supports  the  operation  of  a single  NetWare 
server;  NDS  supports  an  entire  network  of 
servers. 

• In  March  1996,  Novell  announced  a two- 
phase  program  for  implementing  its 
NetWare  Directory  Services  (NDS)  on 
Microsoft  Windows  NT  servers.  The  first 
phase  requires  a NetWare  server  on  the 
LAN  to  run  NDS,  with  Windows  NT,  and  the 
second  phase  will  offer  NDS  running 
natively  on  Windows  NT. 

• The  Net2000  Initiative  provides  developers 
with  common  interfaces  to  network  services. 

Small-Office / Home  Office  (SOHO) 

This  unit  is  focused  on  integrated  solutions 
designed  to  meet  the  special  requirements  of 
SOHO  customers.  Novell  provides  solutions 
through  access  to  managed  WAN  and  Internet 


service  with  NetWare  Connect  Services,  out- 
sourcing of  network  management  with 
Novell’s  ManageWise  product,  and  integration 
of  NetWare  with  GroupWise  network-based 
messaging. 

• The  GroupWise  (formerly  WordPerfect 
Office),  InForms™,  and  SoftSolutions™ 
products  provide  users  with  E-mail, 
calendaring,  scheduling,  intelligent  forms, 
workflow  and  document  management. 
Novell’s  NetWare  MHS,  a "store-and- 
forward"  message  handhng  service,  and 
Global  MHS  joined  GroupWise. 

• Main  Street® — Introduced  in  mid- 1994, 

Main  Street  is  an  expanding  suite  of 
consumer  applications  targeted  to  three 
segments:  family  entertainment,  home 
education,  and  personal  productivity. 

- Family  entertainment  applications  include 
Wallobee  Jack  (interactive  cartoon 
adventures);  Paper  Planes  (a  multimedia 
program  that  teaches  how  to  build  paper 
planes);  and  Kap’n  Karaoke  (using 
computers  to  sing  favorite  tunes). 

- Home  education  applications  include  Read 
with  Me  (interactive  software  programs  for 
preschoolers  and  first  graders);  Write  with 
Me  (teaches  kids  ages  4 to  10  how  to 
write);  Mental  Math  (helps  kids  ages  6 to 
14  to  improve  their  math  skills);  and 
Memphis  Math:  Treasure  of  the  Tombs 
(helps  kids  ages  8 to  14  master  fractions, 
decimals  and  percents). 

Service,  Support  and  Education 
Novell  offers  support  and  education  programs 
along  with  training  courses  for  each  segment 
of  the  network  computing  industry.  Programs 
offered  by  Novell  include: 

• Technical  Support  Alliance  (TSA)— An  inter- 
company system  for  quickly  resolving 
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problems  through  a network  of  service. 

More  than  52  leading  computing  product 
vendors  have  joined  the  program  since  it 
was  launched  in  the  spring  of  1991. 

• Certified  Novell  Engineer  (CNE) — This 
program  offers  training,  information  and 
advanced  technical  telephone  support  to 
individuals,  after  which  they  earn  a CNE 
title.  To  date,  more  than  50,000  people  have 
earned  Certified  NetWare  Engineer  (CNE) 
status  through  training  available  through 
Novell  Authorized  Education  centers, 
worldwide. 

• Novell  Authorized  Education  Centers 
(NAECs) — These  centers  offer  education  to 
end  users  through  over  1,300  independent 
NAECs  worldwide.  In  addition,  the 
company  also  offers  self-paced  training 
products. 

• Novell  Labs — Novell  works  with  third-party 
manufacturers,  through  its  Independent 
Manufacturer  Support  Program  (IMSP),  to 
test  and  certify  hardware  and  software 
components  for  interoperability  with 
NetWare. 

• Client/Server  NetWare  Loadable  Module 
(NLM)  Testing  Program — This  program  is 
designed  to  allow  developers  to  submit 
client/server  NLM  applications  for  testing. 

• Enterprise  Developers  Program  is  a 
worldwide  consulting  program  to  provide 
customers  with  ongoing  consulting,  project 
management  and  education  services. 

Market  Messenger  is  Novell’s  world  wide 
electronic  information  distribution  system. 
Market  Messenger  consists  of  compact  disc, 
Internet  and  electronic  mail  services. 

• Market  Messenger  CD — a Windows- 
compliant  application  running  from  either  a 


local  CD  ROM  drive  or  off  a network  server. 
Market  Messenger  CD  provides  access  to 
Novell's  library  of  marketing  information 
using  the  company’s  Envoy  portable 
document  software. 

* Market  Messenger  World-Wide— Novell’s 
World  Wide  Web  home  page  service  runs  on 
a UnixWare  2 application  server  and 
includes  corporate  information,  press 
announcements,  employment  opportunities 
and  other  information. 

1 Market  Messenger  World-Wide  Express  is  a 
Novell  GroupWise-based  service  that 
provides  on-demand  access  to  hundreds  of 
Novell  documents  for  authorized  Novell 
resellers  and  partners. 

Novell  s NetWire  Web  site  provides  on-line 
access  to  technical  support  information  for 
customers  and  partners,  now  averaging 
250,000  hits  per  day. 

Marketing  and  Sales 

Novell  markets  its  products  through  its  offices 
in  San  Jose  (CA),  Provo  and  Orem  (UT),  and 
from  its  40  domestic  and  55  international 
sales  offices  in  over  30  countries  in  North  and 
South  America,  Asia,  Europe,  Africa,  and  the 
Middle  East. 

The  company  sells  its  products  primarily  to 
distributors,  who  in  turn  sell  to  retail  dealers. 
As  of  December  31,  1995,  there  were 
approximately  15  U.S.  and  80  international 
distributors. 

Novell  also  sells  its  products  to  OEMs,  system 
integrators,  and  value-added  resellers  (VARs), 
as  well  as  directly  to  approximately  450  large 
corporations.  Novell  has  about  1,000 
Platinum  Resellers,  3,000  Gold  Resellers  and 
20.  000  Authorized  Resellers  worldwide. 
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Novell's  marketing  activities  include 
distribution  of  sales  literature  and  press 
releases,  advertising,  periodic  product 
announcements,  support  of  NetWare  user 
groups,  publication  of  technical  and  other 
articles,  industry  seminars,  conferences  and 
trade  shows.  The  company’s  Professional 
Developer's  Program  supports  independent 
software  vendors  (ISVs)  and  independent 
hardware  vendors  (IHVs)  in  developing 
products  on  Novell  networks. 

Novell  markets  internationally  through 
distributors  who  sell  to  dealers  and  end  users. 
In  fiscal  1995,  sales  to  international  customers 
were  approximately  $960  million.  Sales  to 
European  countries  were  56%  of  international 
sales.  No  one  foreign  country  accounted  for 
more  than  10%  of  total  sales  in  any  period. 

The  company  had  one  multinational 
distributor  in  1995,  accounting  for  15%  of 
fiscal  1995  revenue. 

Alliances 

Partnerships 

In  March  1996,  Novell  announced  its 
participation  in  the  Multimedia  Services 
Affiliate  Forum,  a non  profit  organization  of 
25  leading  international  telecommunications 
service  and  technology  providers  whose  goal  is 
to  develop  interconnected  global  networks  for 
business  communications. 

• Novell,  Lotus  and  five  telecommunications 
carriers,  AT&T,  Deutsche  Telkom,  NTT 
Corp.,  Telstra,  and  Unisource,  established 
the  first  plans  for  the  Multimedia  Services 
Affiliate  Forum  in  1995. 

• Other  companies  participating  the  Forum 
include  Cisco,  Microsoft,  British 
Telecommunications,  Korea  Telecom, 
Singapore  Telecom,  and  Telecom  Malaysia. 


In  February  1996,  Novell  and  BEA  Systems 
Inc.,  a Sunnyvale  (CA)-based  provider  of 
enterprise  middleware  solutions,  entered  into 
a strategic  partnership,  naming  BEA  as 
exclusive  developer  and  distributor  of  the 
TUXEDO  System  for  all  operating  systems 
other  than  NetWare. 

• BEA  has  acquired  the  TUXEDO 
development  team,  as  well  as  the 
management,  marketing,  and  field 
marketing  organizations.  Joe  Menard,  vice 
president  in  charge  of  the  TUXEDO 
Business  Unit  at  Novell,  will  become  vice 
president  of  product  planning  and  strategy 
at  BEA. 

• Novell  retained  a small  core  of  TUXEDO 
developers  and  will  continue  to  develop 
TUXEDO-based  applications  for  NetWare. 

• This  partnership  supports  Novell  s strategy 
to  enable  a Smart  Global  Network  by 
extending  distributed  network  services 
across  multiple  client  and  server  platforms, 
and  in  managed  Internet  solutions. 

In  January  1996,  Novell  and  Fremont  (CA)- 
based  Voysys  Corporation  announced  a 
partnership  and  development  agreement  to 
deliver  value-priced  voice  solutions  combining 
network  information,  telephone  call  control 
,and  voice  processing  through  Novell’s 
NetWare  Services  and  the  Telephony  Services 
API  (TSAPI). 

• Voysys  Corporation,  a global  telephony 
provider,  designs,  manufactures  and 
markets  voice  communications  systems  for 
small  and  midsized  businesses  and  corporate 
departments. 

• This  partnership  advances  Novell  s 
commitment  to  integrate  voice  capabilities 
with  network  telephony. 
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In  November  1995,  Novell  entered  into  an 
agreement  with  TurnQuay  Solutions  Limited 
(TSL)  under  which  TSL  is  Novell’s  Vertical 
Industry  Partner  for  the  financial  trading 
market. 

• TSL  will  use  Novell  NetWare-compliant 
software  products  for  distribution  within  the 
financial  trading  market. 

• The  keystone  product  is  the  MTi  OpenTrade 
platform  for  market  information 
distribution. 

A representative  sample  of  other  strategic 
partnerships  include: 

• Public  data  network  initiative:  AT&T 
Business  Communication  Services;  Deutsche 
Telkom,  Telstra,  Unisource,  Nippon 
Telephone  and  Telegraph 

• Network  system  solutions:  Apple  Computer, 
Compaq  Computer,  Fujitsu/ICL,  Hewlett- 
Packard,  IBM,  NetScape,  Olivetti,  SCO, 
Unisys 

• Network  system  services:  Computer 
Associates.  GeoWorks.  Hewlett-Packard. 

IBM,  Informix,  Memorex/Telex,  Oracle, 
Sybase,  Xerox 

• Internetworking  and  management  support: 
3Com,  Bay  Networks,  Cheyenne,  Cisco 
Systems,  Intel 

• NESTed  NetWare:  Andover  Controls, 

Canon,  Fujitsu,  General  Instruments, 
Hewlett-Packard,  Intel,  Lexmark 
International,  Ricoh,  UtiliCorp  United, 

Xerox 

• Enterprise  consulting  and  systems 
integration.  Andersen  Consulting,  Computer 
Task  Group.  BDM,  EDS,  GE  Computer 
Services 


• Service  and  support:  Digital  Equipment, 
Hewlett-Packard,  IBM.  Memorex/Telex 

Competition 

Novell  competes  in  the  highly  competitive 
market  for  network  operating  systems  and 
related  systems  software. 

Novell's  network  operating  systems  software 
competitors  include  Banyan  Systems,  Inc. 
(VINES),  Microsoft  Corporation  (NT),  and 
Artisoft  Corporation  (LANtastic). 

INPUT  Assessment 

Novell's  major  strengths  can  be  summarized 
as  follows: 

• Strong  understanding  and  management  of 
networks 

• Strategic  partnerships  with  many  leading 
information  technology  companies 

• Strong  market  position 

• Strong  technical  innovation 

• Broad  range  of  network  applications 

• Large  installed  client  base 

• Strong  distribution  base 

• Strong  base  of  trained  Certified  Novell 
Engineers 

Novell’s  greatest  challenges  in  the  coming 
year  will  be  to  implement  its  Internet 
strategy,  and  to  increase  the  market 
penetration  of  itsNetWare  Directory  Services 
(NDS). 
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Octel  Communications 
Corporation 


Chairman  & CEO:  Robert  Cohn 

President  & COO:  W.  Michael  West 

1001  Murphy  Ranch  Road 
Milpitas,  CA  95035-7912 
Phone:  (408)321-2000 

Fax:  (408)321-9801 

Internet:  http://www.octel.com 


Status:  Public 

Employees:  3,000+  (10/96) 

Revenue:  $563,602,000 

Fiscal  Year  End:  6/30/96 


Key  Points 

• Octel  considers  itself  the  voice  messaging 
company,  with  an  installed  base  of  more 
than  50,000  systems  in  more  than  40 
countries. 

• In  August  1996,  Octel  was  awarded  a new 
Group  58  Telecommunications  GSA 
Schedule  contract  by  the  U.S.  General 
Services  Administration. 


• In  July  1996,  a consortium  of  Canada’s 
major  telephone  companies  announced  it 
would  use  Octel’s  OcteLink™  voice 
messaging  “post  office”  as  the  underlying 
technology  for  its  Universal  Messaging 
service,  allowing  business  and  residential 
telephone  subscribers  to  send  voice 
messages  to  any  voice  mailbox  in  North 
America. 

• Octel  was  selected  by  Microsoft  to  be  the 
initial  developer  of  the  voice-messaging 
functionality  for  the  Microsoft  Exchange 
server. 

• In  April  1996,  Octel  announced  that  it  would 
port  its  Unified  Messaging  technology  to 
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Digital’s  AlphaServer  platform  running 
Windows  NT.  Octel  also  has  jointed  Digital’s 
Computer  Telephony  Partner  Program. 

Company  Description 

Octel,  founded  in  1982,  provides  a range  of 
products  and  services  for  accessing  and 
exchanging  voice  and  fax  messages  over 
worldwide  communications  networks.  The 
company  provides: 

• Integrated  messaging  software  and 
hardware  solutions  and  support  services  for 
businesses  of  all  sizes,  governments, 
educational  institutions,  telephone 
companies,  and  cellular  service  providers 

• Outsourcing  services  to  phone  companies 
and  businesses 

Operations  and  Structure 

During  fiscal  1995,  Octel’s  management  was 
reorganized  to  center  on  strategic  business 
units  that  are  focused  on  serving  the  specific 
needs  of  their  respective  markets. 

• Global  Business  Solutions — This  division 
provides  a range  of  messaging  software  and 
hardware  for  commercial  businesses  and 
institutions  of  all  sizes  through  its  Octel 
Overture™  family  of  message  servers.  Key 
target  markets  include  government, 
education,  health  care,  manufacturing,  and 
financial  services.  The  PC  Products 
Division  provides  PC-based  messaging 
solutions  to  small  and  growing  businesses, 
satellite  offices,  and  individual  departments 
of  large  corporations. 

• Voice  Information  Services — This  unit  works 
with  telecommunications  service  providers 
to  offer  enhanced  voice  mail  services  to  their 
residential,  business,  and  wireless 
customers.  Octel  provides  voice  processing 
hardware,  software,  and  services  to  regional 


Bell  operating  companies  (RBOCs), 
independent  telephone  companies,  wireless 
communications  companies,  and  service 
bureaus  around  the  world. 

• Octel  Services — This  unit  is  comprised  of 
Octel  Network  Services,  which  provides 
messaging  outsourcing  services,  and 
OcteLink,  a global  messaging  network 
designed  to  interconnect  virtually  any  voice 
messaging  system. 

Octel  has  more  than  60  U.S.  offices  in 
California,  Colorado,  Florida,  Georgia,  Illinois, 
Kansas,  Massachusetts,  Michigan,  Minnesota, 
Missouri,  New  Jersey,  New  York.  North 
Carolina,  Ohio,  Oregon,  Pennsylvania,  Texas, 
Utah,  Virginia,  and  Washington. 

The  company  has  19  international  offices  in 
Australia,  Canada,  France,  Germany,  Hong 
Kong,  Israel,  Italy,  Japan,  Spain,  and  the 
U.K. 

Octel’s  key  executives  are  listed  below. 


Octel  Key  Executives 


Name 

Title 

Robert  Cohn 

Chairman  and  CEO 

W.  Michael  West 

President  and  COO 

David  Ladd 

EVP  and  Chief  Technical 
Officer 

Jean-Yves  Dexmier 

SVP,  Chief  Financial  Officer 

Paul  Scott 

SVP,  Worldwide  Field 
Operations 

Margaret  Norton 

SVP,  Voice  Information 
Services 

Company  Strategy 

Octel’s  ultimate  goal  is  to  link  all  voice 
messaging  systems  and  services  together  over 
the  telephone  network  so  that  anyone, 
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anywhere,  with  access  to  a telephone  and 
networking  capability,  regardless  of  protocol, 
system  size,  or  geographic  location,  will  be 
able  to  send  a voice  message  to  anyone  else. 

Octel  has  developed  a two-pronged  approach 
to  address  this  global  messaging  strategy: 

• Octel  is  developing  Unified  Messaging 
products  for  voice,  fax,  and  e-mail 
messaging  in  a client/server  architecture 
using  standard  PC  and  LAN  technology. 

This  integration  brings  together  several 
discrete  technologies  into  a single  mailbox 
that  provides  user  access  from  a telephone 
or  a PC.  Octel’s  first  implementation  of 
unified  messaging  will  be  available  on 
Microsoft  Exchange,  a LAN-based, 
enterprise-wide  messaging  architecture. 

• Octel’s  goal  is  to  expand  the  messaging 
network  beyond  traditional  user  boundaries. 
Octel  has  developed  OcteLink,  a messaging 
post  office  that  allows  the  interconnection  of 
virtually  any  voice  mail  system,  regardless 
of  protocol,  system  size,  or  geographic 
location.  OcteLink’s  global  messaging 
exchange  is  intended  to  make  it  easier  to 
send  or  receive  voice  mail,  fax,  and,  in  the 
future,  e-mail  messages  and  to  link 
commercial,  residential,  and  institutional 
customers  worldwide. 

In  March  1996,  Octel  outlined  its  strategic 
roadmap  for  the  health  care  sector. 

• The  company  will  continue  to  deliver 
enhanced  voice  messaging  applications  to 
health  care  providers,  ranging  from 
automating  prescription  refills  and 
enhancing  staff  communications,  to 
streamlining  claims  processing  and  medical 


record  administration,  to  enhancing 
outpatient  services. 

• Octel  will  position  its  OcteLink  service  as 
the  voice  messaging  service  for  hospitals 
and  clinics  nationwide  and  will  continue  to 
pursue  to  new  solutions  such  as  unified 
messaging. 

Financials 

Octel’s  fiscal  1996  revenue  reached  $563.6 
million,  up  19%  over  fiscal  1995  revenue  of 
$472.6  million.  Net  income  rose  63%,  from 
$31.1  million  in  fiscal  1995  to  nearly  $50.8 
million  in  fiscal  1996. 

• Fiscal  1995  results  include  $4.7  million  in 
charges  related  to  acquired  in-process 
research  and  development  as  well  as  $2.8 
million  in  charges  related  to  Octel’s  fiscal 
1994  merger  with  VMX.  Excluding  these 
charges,  fiscal  1995  net  income  and  earnings 
per  share  would  have  been  $36.3  million  and 
$0.73,  respectively. 

• A five-year  summary  is  shown  on  the 
following  page. 

Octel  management  attributes  fiscal  1996 
results  to  the  following: 

• Growrth  in  market  share 

• Operating  efficiencies 

• Fast-growing  VIS/telco  sector 

Research  and  development  expenses  were 
approximately  $77.6  million  (14%  of  revenue) 
in  fiscal  1996,  compared  to  $73.1  million  (15% 
of  revenue)  in  fiscal  1995. 
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Octel  Communications  Corporation 
Five-Year  Financial  Summary 
($  Millions,  except  per-share  data) 


Fiscal  Year 

Item 

6/96 

6/95 

6/94 

6/93 

6/92 

Revenue 

$563.6 

$472.6 

$406.2 

$338.5 

$262.7 

• Percent  change  from 
previous  year 

19% 

16% 

20% 

29% 

20% 

Income  before  taxes 

$78.9 

$45.6 

$17.3 

$41.4 

$36.1 

• Percent  change  from 
previous  year 

73% 

(a) 

163% 

(b) 

(58%) 

15% 

33% 

Net  income 

$50.8 

$31.1 

$13.5 

$29.6 

$26.4 

• Percent  change  from 
previous  year 

63% 

130% 

(54%) 

12% 

49% 

Earnings  per  share  (a) 

$0.95 

$0.63 

$0.27 

$0.60 

$0.54 

• Percent  change  from 
previous  year 

51% 

133% 

(55%) 

11% 

86% 

(a)  Restated  to  reflect  a 2-for-1  stock  split  in  April  1996. 

(b)  Includes  a $4. 7 million  nonrecurring  charge  for  in-process  research  and  development  and  $2. 8 million  in 
integration  costs  associated  with  the  acquisition  of  VMX. 


Source  of  Revenue  by  Product  / Service 

Approximately  52%  of  Octel’s  fiscal  1996 
revenue  was  derived  from  Global  Business 


Solutions,  35%  from  Voice  Information 
Services,  and  13%  from  Octel  Network 
Services.  A three-year  summary  of  source 
of  revenue  by  business  area  follows: 


Octel  Communications  Corporation 
Three-Year  Source  of  Revenue  Summary 
($  Millions) 


Fiscal  Year 

6/96 

6/95 

6/94 

Item 

Revenue 

$ 

Percent 
of  Total 

Revenue 

$ 

Percent 
of  Total 

Revenue 

$ 

Percent 
of  Total 

Global  Business  Solutions 

$292.3 

52% 

$281.0 

59% 

$249.0 

61% 

Voice  Information  Services 

200.6 

35% 

130.7 

28% 

118.7 

29% 

Octel  Network  Services 

70.7 

13% 

60.9 

13% 

38.5 

10% 

Total 

$563.6 

100% 

$472.6 

100% 

$406.2 

100% 
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Market  Financials 

Approximately  35%  of  Octel’s  fiscal  1996 
revenue  was  derived  from  the 
telecommunications  industry  and  65%  from 
commercial  businesses,  government,  and 
education. 

GBS  target  markets  include  government, 
education,  health  care,  manufacturing,  and 
financial  services. 

VIS  target  markets  include 
telecommunications  services  providers. 


ONS  target  markets  include  large  U.S. 
corporate  customers  and  selected  foreign 
locations  of  its  domestic  customers;  federal, 
state,  and  local  governments;  and  not-for- 
profit  organizations. 

Geographic  Markets 

Approximately  71%  of  Octel’s  fiscal  1996 
revenue  was  derived  from  the  U.S.  and  29% 
from  international  sources.  A three-year 
geographic  summary  of  source  of  revenue 
follows: 


Octel  Communications  Corporation 
Three-Year  Source  of  Revenue  Summary 
($  Millions) 


Fiscal  Year 

6/96 

6/95 

6/94 

Item 

Revenue 

Percent 

Revenue 

Percent 

Revenue 

Percent 

$ 

of  Total 

$ 

of  Total 

$ 

of  Total 

U.S. 

$402.0 

71% 

$353.6 

75% 

$308.8 

76% 

International 

161.6 

29% 

119.0 

25% 

97.4 

24% 

Total 

$563.6 

100% 

$472.6 

100% 

$406.2 

100% 

Acquisitions 

In  March  1994,  Octel  acquired  VMX,  Inc.  for 
approximately  5.4  million  shares  of  Octel 
common  stock.  The  merger  was  accounted 
for  as  a pooling  of  interests. 

• VMX  provided  integrated  voice  mail 
systems  and  software  products,  including 
the  VMX  100,  200,  and  300  voice 
processing  platforms. 

• As  part  of  the  merger,  Octel  also  acquired 
VMX’s  subsidiary,  Rhetorex,  a designer 
and  manufacturer  of  voice  processing 
components  for  PCs,  including  board-level 
hardware  and  operating  system  software. 


• VMX  had  revenue  of  $90.5  million  for  the 
fiscal  year  ending  June  30,  1993  and  net 
income  of  approximately  $7  million. 

• The  operations  of  VMX  have  been  merged 
into  Octel. 

Employees 

As  of  June  30,  1996,  Octel  had 
approximately  2,900  employees. 

The  company  currently  has  more  than  3,000 
employees  worldwide. 
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Key  Products  and  Services 

Global  Business  Solutions  (GBS) 

In  1995,  Octel  brought  its  11  separate  GBS 
products  and  Capacity  on  Demand  (COD) 
software  into  one  single  suite — the  Octel 
Overture™  family  of  message  servers,  a 
family  of  five  servers  and  three  software 
products. 

• The  product  line  is  designed  to  provide 
customers  with  better  price  performance, 
greater  flexibility  for  system  expansion, 
enhanced  management  tools,  and  Octel’s 
24-hour-per-day,  seven-day-per-week 
service  and  support. 

• The  Octel  Overture  product  line  provides 
common  features,  one  of  two  caller 
interfaces  for  those  calling  into  an  Octel 
system,  a common  pricing  arrangement, 
and  a common  networking  scheme  via  the 
OctelNet  protocols  and  the  OcteLink 
global  messaging  networks. 

• As  Octel  focuses  on  high-value  software 
applications,  the  company  will  shift  the 
value  of  its  GBS  products  from  hardware 
to  software. 

• Octel  has  developed  interfaces  that  permit 
its  systems  to  be  compatible  with  and 
communicate  directly  with  virtually  all 
major  brands  of  PBX  telephone  systems, 
central  office  switches,  and  cellular 
telephone  switches.  Integration  allows  the 
caller  to  reach  a subscriber’s  mailbox 
directly  without  dialing  the  subscriber’s 
extension  or  mailbox  number  and  allows 
message  notification  at  the  subscriber’s 
telephone. 

• Via  OctelNet,  the  company’s  networking 
software  application,  Octel  customers  on 
Octel  systems  at  different  locations  can 
exchange  messages.  Via  digital 


networking  introduced  in  1995,  customers 
can  use  their  existing  local-area  and  wide- 
area  network  infrastructures  to  transfer 
voice  messages  between  users. 

The  Octel  Overture  family  currently 
includes  the  following  systems: 

• Octel  Overture  PC  (formerly  Call 
Performer  Plus)  is  a PC-based  system  for 
small  branch  offices  and  remote  sites. 

• Octel  Overture  200  (formerly  VMX  200)  is 
a mid-level  system  for  small  to  medium- 
sized offices  and  branch  sites. 

• Octel  Overture  250  (a  new  product 
announced  in  July  1995  that  replaces 
branch,  Aspen,  and  Maxum)  is  a mid-level 
system  for  medium-sized  businesses  or 
large  branch  offices  in  the  U.S.,  Canada, 
and  the  U.K. 

• Octel  Overture  300  (formerly  the  VMX 
300)  is  a mid-  to  high-end  system  for 
larger  companies  or  institutions 
worldwide. 

• Octel  Overture  350  (formerly  the  Aspen 
XC1000)  is  a high-end  system  designed  for 
Fortune  500  companies  in  the  U.S.  and 
Canada. 

Software  sets  for  the  corporate  market 
include  Aria™  (replaces  Aspen)  for  Octel 
Overture  350;  Serenade™  (replaces  D.I.A.L.) 
for  Octel  Overture  200  and  300;  and  Call 
Performer  Plus™  for  Octel  Overture  PC. 

Additional  applications  provided  by  Octel 
include  the  following: 

• Message  Desk®  lets  the  user  create  a 
detailed  voice  message  and  address  it  to  a 
specific  external  caller  for  confidential 
retrieval  and  reply.  This  application 
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supports  two-way  communication  between 
sales  people  and  customers,  between 
human  resources  personnel  and 
candidates,  and  between  service 
professionals  and  their  clients. 

• Visual  Mailbox™  gives  Octel  voice 
processing  system  users  working  on 
networked  PCs  a visual  list  of  all  voice  and 
fax  messages. 

• Fax  Access™  provides  access  to  documents 
by  fax  24  hours  a day. 

• Fax  Broadcast™  broadcasts  documents  to 
multiple  destinations  by  fax. 


• HotZles/?  is  an  enhanced  call  forwarding 
service  for  mobile  workers,  teleworkers, 
and  others  who  are  difficult  to  contact  by 
telephone. 

• SecureCall  provides  security  to  reduce  the 
risk  of  telecom  hacking. 

• Unified  Messaging  combines  voice,  fax, 
and  e-mail  messages  on  a client/server  e- 
mail  system. 

System  models  and  specifications  are 

summarized  in  the  exhibit. 


Exhibit 

GBS  Products 


Product  Name 

Number  of 
Subscribers  Served 

Number  of  Ports 

Hours  of  Message 
Storage 

Octel  Overture  PC 

2,000+ 

4-16 

12+ 

Octel  Overture  200 

up  to  5,000 

4-64 

5-540 

Octel  Overture  250 

up  to  15,000 

4-72 

5-485 

Octel  Overture  300 

up  to  10,000 

4 - 128 

5-1,085 

Octel  Overture  350 

up  to  30,000 

12  - 144 

5-725 

The  Octel  PC  Products  Division  provides  the 
Smooth  Operator  and  CEO  families  of  PC- 
based  voice  and  fax  messaging  products  for 
small  businesses. 

Voice  Information  Services  (VIS) 

Octet's  Sierra  platform  is  designed  for 
RBOCs  and  independent  telephone 
companies  and  other  voice  information 
services  providers. 

• Sierra  supports  multiple  voice  processing 
applications  from  within  a single  platform. 
It  is  designed  to  be  expandable  to  suit 


market  growth  and  to  handle  a large 
number  of  subscribers. 

• Sierra  is  also  designed  to  meet  Bellcore’s 
Network  Equipment  Building  System 
(NEBS)  standards. 

• When  configured  into  a cluster,  the  Sierra 
currently  supports  up  to  120,000 
subscribers,  576  ports,  and  2,192  message 
storage  hours. 

In  early  1996,  Octel  announced  a next- 
generation  client/server  architecture  for  its 
Sierra  product  line  that  allows  VIS  service 
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providers  to  build  voice  messaging  networks 
that  support  millions  of  messaging 
subscribers  on  a single  platform. 

• The  architecture  consists  of  a UNIX/RISC- 
based  application  that  serves  as  a 
dedicated  service  creation  environment,  a 
new  back-end  database  server  for  running 
the  new  application,  and  a specialized 
Sierra  Media  Server  that  stores  and 
processes  voice  and  fax  messages. 

• All  of  the  standalone  elements  are  based 
on  object-oriented  technology,  providing 
developers  with  a point-and-click 
graphical  environment. 

Outsourcing  Services  and  OcteLink 
Octel  Network  Services  (ONS)  offers  full 
messaging  outsourcing  services,  including 
provisioning,  capacity  planning, 
communications  contingency  services, 
system  monitoring,  user  database 
maintenance,  and  24-hour  help  desk 
services. 

• The  core  of  ONS  is  the  proprietary  Octel 
Messaging  Network,  based  in  Dallas  (TX), 
which  links  systems  across  the  U.S.  and 
Canada  as  well  as  Europe,  Japan,  Latin 
America,  and  Australia. 

• Octel  supports  systems  whether  they  are 
located  on  customers’  premises  or  in  one  of 
Octel’s  nationwide  service  centers. 

• ONS  also  provides  complete  voice 
processing  services  on  a private-label  basis 
for  resale  by  VIS  providers. 

• ONS  currently  has  more  than  600 
customers. 

OcteLink  interconnects  voice  messaging 
systems  with  networking  capabilities, 
regardless  of  protocol,  system  size,  or 


geographic  location  and  makes  possible  a 
global  network  and  an  administrative, 
service,  and  support  infrastructure  that 
enables  customers  easily  to  link  their  voice 
processing  and  other  messaging  systems  to 
Octel’s  network. 

• Messages  are  sent  to  an  OcteLink  hub  or 
“messaging  post  office”  that  processes  and 
forwards  the  message  to  the  appropriate 
recipient. 

• The  OcteLink  hubs  are  connected  via  high- 
speed, digital  data  links  designed  for  high- 
quality,  rapid  transport  of  messages. 

These  post  office  hubs  connect  voice 
processing  and  other  messaging  systems, 
sort  traffic,  and  direct  each  message  to  its 
destination. 

• The  hub  acts  as  a multimedia  gateway, 
accepting  voice,  fax,  and,  in  the  future,  e- 
mail,  with  delivery  based  on  the  recipient’s 
terminal  of  choice — telephone  (hard-wired 
or  cellular),  PC,  personal  digital  assistant, 
laptop  computer,  or  fax  machine. 

• OcteLink  currently  supports  OctelNet, 
Octel  analog,  and  Audio  Messaging 
Interchange  Specifications  (AMIS) 
messaging. 

• Support  for  the  Internet  as  a delivery 
network  and  additional  voice  mail  and 
communications  protocols  is  planned  for 
the  future.  Octel  will  also  make  its 
protocols  available  to  other  vendors  under 
licensing  arrangements  so  that  messages 
can  be  transmitted  more  easily. 

Customer  Support 

Octel’s  Customer  Services  Organization 
includes  field  engineers,  customer  support 
specialists,  and  applications  consultants 
who  together  provide  installation  and 
implementation  assistance  to  customers  and 
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distributors.  This  organization  also 
provides  a range  of  customer  training 
programs,  including  technical  software 
courses,  system  maintenance  courses,  and 
customer  support  courses. 

Octel  provides  a warranty  for  parts  and 
labor  on  its  products,  which  is  generally  for 
12  months  from  the  date  of  shipment  or  date 
of  installation  (if  installed  by  Octel). 

• After  the  initial  warranty  period,  Octel 
maintains  and  services  its  products  under 
maintenance  contracts. 

• Warranty  and  post-warranty  service  is 
provided  from  Octel’s  district  sales  offices 
and  through  distributors,  supplemented  by 
major  Octel  support  centers  in  California, 
the  U.K.,  and  Ontario  (Canada). 

• Octel  maintains  inventories  of  spare  parts 
at  a number  of  locations  in  the  U.S.  and 
internationally,  including  all  Octel 
facilities  and  distributor  locations. 

• Octel  provides  a telephone  support  center 
24  hours  per  day  in  San  Jose  (CA)  to 
respond  to  requests  for  problem  definition 
and  resolution. 

Clients 

Octel  has  an  installed  base  of  more  than 
50,000  systems  in  more  than  40  countries, 
representing  a total  of  40  million  mailboxes. 
The  company’s  top  five  customers  average 
285  systems  each;  the  top  25  customers 
average  152  systems  each. 

Business  customers  include  more  than  75% 
of  the  U.S.  Fortune  50.  Among  the  largest 
customers  are  General  Electric,  Coca-Cola, 
Amoco,  Hewlett-Packard,  McDonalds,  New 
York  Life,  and  Prudential  Insurance. 


Service  provider  customers  include  major 
telephone  and  cellular  companies 
worldwide,  including  AT&T  Wireless,  U S 
WEST,  Bell  Canada,  Brooks  Fiber 
Communications,  Telecom  Eireann, 

NYNEX,  Ameritech,  Digital  Phone  Group 
(Japan),  Smartone  (Hong  Kong),  Vodacom 
(South  Africa),  SIP  (Italy),  Mannesmann 
Mobilfunk  (Germany),  and  Radiolinja 
(Finland).  Octel  has  more  than  1,200  VIS 
systems  installed  in  25  countries  with  more 
than  20  million  mailboxes  in  use. 

Marketing  and  Sales 

Octel  sells  and  supports  its  voice  processing 
systems  through  direct  sales,  independent 
distributors,  VARs,  and  OEMs. 

Direct  sales  operations  in  the  U.S.  are 
conducted  from  more  than  60  field  offices. 

• The  domestic  GBS  sales  force  is  structured 
into  four  geographic  areas,  with  each 
group  responsible  for  sales  (distributor, 
direct,  and  national  account)  within  its 
area. 

• A separate  sales  force  is  focused  on 
opportunities  in  the  domestic  VIS  market. 

International  direct  sales  operations  are 
conducted  from  19  offices.  Sales  are 
structured  into  three  geographic 
territories — Canada,  Europe,  and 
Intercontinental,  w'hich  includes  the 
Asia/Pacific  region  and  Latin  America. 

Alliances 

Octel  and  Alcatel  Austria  AG  have  a joint 
product  development  and  distribution 
agreement  whereby  Alcatel  distributes  and 
supports  Octel’s  voice  information 
processing  products  outside  the  U.S.  and 
Canada. 
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QUALCOMM  is  an  authorized  sales  agent 
for  Octel’s  Sierra  voice  processing  platform 
and  applications  in  the  global  wireless 
market. 

In  August  1996,  Octel  announced  that  its 
Octel  Overture  250  and  350  message  servers 
would  be  marketed  by  Sprint.  Sprint’s  Local 
Telecommunications  Division  will  also  act  as 
a distributor  for  the  Octel  Overture  PC 
message  server. 

In  June  1996,  Octel  and  Bell  Canada 
announced  an  agreement  to  jointly  develop 
advanced  network-based  messaging 
applications  for  the  voice  information 
services  market. 

Octel  also  has  distribution  alliances  with 
nearly  20  other  organizations,  including  Bull 
S.A.,  Telefon  AB,  LM  Ericsson,  Hitachi, 
Italtel,  J.S.  Telecom,  Mercury 
Communications  (a  subsidiary  of  Cable  & 
Wireless  Group),  and  Siemens  AG. 

Competitors 

Octel’s  major  competitors,  by  product/service 
area,  include  the  following: 

• Global  Business  Solutions — In  the 
corporate  and  institutional  markets,  Octel 
competes  primarily  with  two  types  of 
companies:  PBX  manufacturers  (including 
Lucent  Technologies,  Northern  Telecom 
Limited,  and  Siemens  Rolm 
Communications,  Inc.)  and  independent 
voice  processing  manufacturers,  such  as 
Centigram  Communications  Corporation, 
as  well  as  PC-based  system  suppliers, 
including  Active  Voice  Corporation  and 
Applied  Voice  Technology,  Inc. 


• Voice  Information  Services — Competitors 
in  this  market  include  Boston  Technology, 
Centigram,  Converse,  Digital  Sound, 
Glenayre,  and  Unisys. 

• Octel  Network  Services — In  the 
outsourcing  market,  Octel  competes  with 
other  voice  processing  services  providers 
and  with  equipment  manufacturers. 

Other  service  suppliers  include 
independent  companies  such  as 
VoiceComm  and  VoiceTel. 

Assessment 

Octel  considers  its  strengths  to  include: 

• Large  installed  base/global  presence 

• Broad  product  line 

• Compatibility  with  PBX  systems 

• Upgradeability 

• Enterprise-wide  networking 

• Outsourcing  capabilities 

• Strong  distribution  partners 

Challenges  over  the  coming  year  include: 

• Competition  from  PBX  manufacturers 

• Changing  market  conditions/confusion  in 
the  marketplace 

• Need  to  introduce  new  technology  in  a 
timely  way 
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• Olivetti  Systems  & Services  has  adopted  a 
network-centric  business  model 

Company  Description 

When  Carlo  De  Benedetti  acquired  a majority 
stake  of  Olivetti  in  1978,  the  company  was 
largely  a typewriter  vendor.  De  Benedetti 
started  a transformation  of  the  company’s 
business  into  computer  hardware.  During  the 
1980s,  Olivetti  became  one  of  Europe’s  largest 
PC  vendors. 
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However,  the  company  has  over  the  past  five 
years  emphasized  the  services  side  of  its 
business  more  and  more,  seeing  this  area — as 
well  as  the  telecommunications  sector- — as  its 
strategic  raison  d’etre.  Olivetti  is  focusing  its 
service  offerings  on  the  banking,  retail  and 
public  administrations/utilities  markets. 

Olivetti  has  operations  all  over  the  world, 
including  most  European  countries. 

Operations  and  Structure 

The  year  of  1996  was  turbulent  in  terms  of 
management  changes.  In  July,  Francesco 
Caio — the  head  of  Omnitel — was  appointed 
CEO  for  the  Olivetti  Group.  Shortly  after,  Mr. 
Caio  created  a new  position  as  general  director 
of  Olivetti  which  was  filled  by  Renzo 
Francesconi.  The  following  month  was 
eventful.  Mr.  Francesconi  resigned  following 
disagreements  regarding  Olivetti’s  interim 
results.  In  the  wake  of  this  resignation,  Mr. 
Caio  decided  also  to  leave  the  company.  His 
position  was  filled  by  Roberto  Colaninno. 

The  disagreements  regarding  the  results  and 
the  resignations  placed  De  Benedetti  under 
strong  pressure  from  investors  and  he  was 
forced  to  resign  as  chairman  and  board 
member  in  September.  The  changes  that  have 
since  been  implemented  means  that  Olivetti 
now  looks  even  more  focused  on  its  two 
strategic  markets.  The  company  is  expected  to 
finalize  the  sale  of  its  personal  computer 
business  before  the  end  of  the  year. 


Exhibit  1 shows  the  key  management 
personnel  of  the  Olivetti  Group  as  of  December 
1996. 

Exhibit  1 

Olivetti  Group  Key  Personnel, 
December  1996 


Name 

Title 

Antonio  Tesone 

Chairman 

Giorgio  Garuzzo 

Vice  Chairman 

Roberto  Colaninno 

CEO,  the  Olivetti  Group 

Claudio 

Chief  Executive  Officer, 

Montagner 

Olivetti  Systems  & Services 

S.  Scaglia 

Chief  Executive  Officer 
Omnitel 

Emilio  Torri 

Chief  Executive  Officer 
Olivetti  Lexikon 

Bernhard  Auer 

Chief  Executive  Officer 
Olivetti  Personal  Computers 

M.  De  Benedetti 

Chief  Executive  Officer 
Olivetti  Telemedia 

Source:  Olivetti  Group 


Following  years  of  losses,  Olivetti  is  going 
through  a restructuring  process  that  has 
increased  focus  on  strategic  markets  and 
activities  and  also  reduced  headcounts. 

Exhibit  2 shows  the  development  in  average 
number  of  employees  by  major  region.  At  the 
end  of  1995,  Olivetti  had  30,120  employees 
which  was  an  11%  decrease  over  1994. 


Olivetti’s  management  now  seems  to  have 
regained  stability.  Further,  according  to 
company  sources,  senior  managers  that  left 
during  the  year’s  turmoil  are  starting  to  return 
to  the  fold. 
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Exhibit  2 

Employees  by  Country, 
Olivetti  Group,  1994  and  1995 


Country 

1994 

1995 

% Change 

Italy 

16,656 

15,236 

(8.5) 

Rest  of  Europe 

8,644 

7,550 

(12.7) 

Rest  of  World 

8,567 

7,334 

(14.3) 

Total 

33,867 

30,120 

(11.1) 

Source:  Olivetti  Group 


Details  of  the  number  of  employees  by  the 
Group’s  major  operating  units  are  provided  in 
Exhibit  3. 


Exhibit  3 

Employees  by  Operating  Unit, 
Olivetti,  January  1996 


Operating  Unit 

Headcount 

% of  Total 

Olivetti  Systems 

16,070 

52% 

& Services 

Olivetti  Lexikon 

5,510 

18% 

Olivetti  Personal 

1,750 

6% 

Computers 

Olivetti  Telemedia 

1,170 

4% 

Omnitel 

1,590 

5% 

Latin  America 

1,770 

6% 

Other  Activities 

3,050 

10% 

Total 

30,910 

100% 

Source:  Olivetti  Group 


Olivetti’s  latest  reorganization  has  created 
operating  companies  focused  on  lines  of 
business.  From  January  1996,  Olivetti 
Personal  Computers  and  Olivetti  Lexikon 


became  independent  operating  companies. 

This  makes  the  value  of  the  individual  parts  of 
Olivetti  more  transparent  and  simplifies 
matters  in  divestment  situations-  as  in  the 
case  of  Olivetti  Personal  Computers. 

Company  Strategy 

Olivetti’s  strategy  is  focused  around  two  main 
objectives: 

• to  become  a successful  telecommunications 
operator  in  Italy 

• to  develop  the  IT  services  business 
worldwide-  mainly  the  Olivetti  Systems  & 
Services  activities  - which  today  represents 
a major  part  of  the  company’s  revenues. 

Olivetti  Systems  & Services  (OS&S)  provides  a 
broad  range  of  service  offerings  and  is 
positioning  itself  as  a systems  integrator 
focused  on  industry  specific  solutions,  support 
and  professional  services. 

OS&S  is  also  stressing  its  multivendor  culture 
and  the  division’s  strong  capabilities  in 
distributed  computing. 

One  of  OS&S’s  major  objectives  is  to  develop 
strong  service  offerings  that  match  the  rapid 
development  in  Intranet  technology.  However, 
the  division  is  attempting  to  keep  a very 
focused  approach.  OS&S  is  not  attempting  to 
become  the  largest  distributed  IT  services 
company  in  Europe.  Instead  the  main  target  is 
to  become  the  top  distributed  IT  services 
company  for  its  chosen  customer  base.  The 
customer  base  consists  of  around  400 
companies — mostly  representing  Olivetti’s 
focus  markets. 
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Financial  Results 

Olivetti  has  reported  losses  since  1991.  The 
company  has  gone  to  the  market  twice  to  raise 
more  cash,  latest  in  December  1995,  when  an 
additional  $1.4  billion  were  raised.  These  re- 


capitalization exercises  and  Olivetti’s  failure  to 
show  quick  financial  improvement,  contributed 
to  De  Benedetti’s  departure. 

Exhibit  4 provides  a summary  of  Olivetti’s 
financial  results. 


Exhibit  4 


Olivetti  Financial  Summary,  1991  to  1995  (FYE  31-12)  (Lire  billions) 


Year 

1991 

1992 

1993 

1994 

1995 

Revenues 

8,607 

8,026 

8,613 

9,076 

9,840 

Annual  Growth 

n/a 

(6.8%) 

7.3% 

5.4% 

8.4% 

Profit  After  Tax 

(460) 

(650) 

(465) 

(679) 

(1,598) 

Year-end  Staff  Number 

46,484 

40,401 

35,171 

33,867 

30,120 

Revenue  per  Employee 
(Lire  millions) 

185 

199 

245 

268 

327 

Source:  Olivetti  Group 


Exhibit  5 


Olivetti  Group  Revenues  by 
Operating  Unit,  1995  (Lire  Billions) 


Operating  Unit 

Revenues 
(Lire  Billions) 

%of 

Revenues 

Olivetti  Systems  & 
Services 

5,715.8 

58.1 

Olivetti  Lexikon 

2,007.6 

20.4 

Olivetti  Personal 
Computers 

1,345.2 

13.7 

Olivetti  Telemedia 

170.4 

1.7 

Latin  America 

373.0 

3.8 

Other  Activities 

227.9 

2.3 

Total 

9,839.9 

100 

Source:  Olivetti  Group 


Exhibit  5 details  the  split  of  Olivetti’s  revenues 
by  operating  unit  for  1995. 

The  confusion  following  the  management 
changes  during  the  summer  of  1996  and 
allegations  from  Francesconi  that  Olivetti’s 
accounts  were  unreliable,  caused  the 
company’s  shares  to  be  suspended  for  a period 
in  September. 

Another  reason  the  market  reacted  nervously 
was  uncertainty  of  the  status  of  Olivetti’s 
indebtedness.  However,  the  company  has  now 
managed  to  stabilize  the  situation.  The 
indebtedness  is  expected  to  decrease  due  to 
divestments,  including  the  sale  of  8.26%  of 
Omnitel  Sistemi  Radiocellulari,  and  sales  of 
trade  receivables. 
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Geographic  Markets 

Olivetti  Systems  & Services  is  the  part  of 
Olivetti  that  is  most  relevant  to  this  profile. 
Revenues  for  OS&S  by  geographic  region  are 
shown  in  Exhibit  6. 


Exhibit  6 

Olivetti  Systems  & Services  Revenues  by 
Geographical  Area,  1995  (Lire  Billions) 


Country 

Revenues 

Share 

Italy 

1,260 

35% 

Rest  of  Europe 

1,545 

43% 

Rest  of  the  World 

790 

22% 

Total 

3,595 

100% 

Source:  Olivetti  Group 


A detailed  split  of  revenue  for  the  European 
region  is  not  available  for  OS&S.  However,  for 
the  Olivetti  Group,  the  following  splits  apply: 


Great  Britain 

8.9% 

Holland 

7.6% 

France 

7.1% 

Germany 

6.9%  of 

European  revenues. 

Exclusion  of  Italian  telecommunications 
activities  means  that  for  OS&S,  European 
countries  (outside  Italy)  will  account  for  a 
higher  share  of  the  revenue. 

Market  Analysis 

Exhibit  7 provides  INPUT’S  estimates  of 
OS&S’s  European  software  and  services 
revenues  by  service  delivery  mode. 


Exhibit  7 


Olivetti  Systems  & Services,  European 
Revenues  by  Delivery  Mode 
1995  ($  Millions) 


Delivery  Mode 

Revenues 

Share 

Professional  Services 

285 

29% 

Systems  Integration 

130 

13% 

Turnkey  Systems 

240 

24% 

Outsourcing 

65 

7% 

Application  Software 

105 

11% 

Products 

Systems  Software 

100 

10% 

Products 

Processing  Services 

60 

6% 

Total  Software  & Services 

985 

100% 

Percentages  are  rounded  Source:  INPUT  Estimates 


Exhibit  8 

Olivetti  Systems  & Services  European 
Revenues  by  Vertical  Market, 

1995  ($  Millions) 


Vertical  Market 

Revenues 

Share 

Banking  & Finance 

492 

50% 

Public  Sector 

345 

35% 

Retail 

49 

5% 

Other  Large  Accounts 

99 

10% 

Total 

985 

100% 

Source:  Olivetti  Group 


Exhibit  8 shows  OS&S’s  revenues  by  vertical 
market. 

According  to  Olivetti,  400  customers  account 
for  80%  of  OS&S’s  revenues. 
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Acquisitions,  Divestments  and 
Alliances 

Olivetti  has  only  made  few  significant 
acquisitions  in  the  last  couple  of  years.  A 
major  part  of  the  company’s  investment  budget 
has  been  spent  on  its  expansion  into  the 
telecommunications  market. 

In  December  1996,  Olivetti  bought  a 51% 
equity  investment  in  SLAB  S.A,  an  industrial 
joint  venture  with  Bull,  that  develops  and 
manufactures  self-service  bank  equipment. 
Olivetti  acquired  the  stake  from  Tecnost  S.p.A. 

In  April  1996,  Olivetti  acquired  the  majority 
control  of  the  Swiss  company  Datrac.  This 
acquisition  was  part  of  a strategy  to  expand 
OS&S’s  network  integration  services  business. 

In  July  1996,  Olivetti  sold  Syntax  Processing  to 
Serna  Group.  The  sale  was  completed  in  full  in 
November  1996.  The  total  proceeds  from  the 
sale  was  approximately  $98  million.  Syntax’s 
major  activity  is  outsourcing.  As  part  of  the 
agreement  between  Olivetti  and  Serna,  the  two 
companies  will  define  joint  marketing 
initiatives  in  the  European  market. 

Other  recent  alliance  partners  include: 

• EME  SA  - a distributor  for  major  European 
and  Japanese  vendors.  Olivetti  and  EME 
will  join  forces  to  deliver  business  solutions 
for  the  Greek  retail  market. 

• MAI  Systems  Corporation  - a worldwide 
provider  of  total  information  system 
solutions  for  the  hospitality,  process 
manufacturing  and  gaming  markets.  The 
partnership  improves  the  companies’ 
coverage  and  service  capabilities  in  North 
America.  MAI’s  customer  base  will  add 


approximately  20%  to  Olivetti  North 
America’s  customer  service  base. 

Key  Products  and  Services 

Olivetti  Systems  & Services  provides  a broad 
range  of  services,  including  multivendor 
services,  systems  integration,  network 
integration  and  management,  desktop 
management,  consulting,  software  support  and 
training. 

OS&S  is  organized  into  three  major  areas  that 
each  specializes  in  part  of  the  services 
offerings. 

Services  offered  by  OliPRO  is  mainly  related 
to  managing  change.  Its  offerings  include: 

• Solution  consultancy 

• Project  management,  including  turnkey 
solutions 

• Solution  and  application  validation 

• Customized  application  development 

• Frame  applications  for  specific  markets 

• Integration  of  solutions,  such  as  branch 
systems 

• Computing  infrastructure. 

The  market  proposition  for  OliService  can  be 
termed  “managing  continuity”.  Under  the 
OliService  umbrella  are  found  services  that 
assist  the  customer  in  running  his  IT 
installation.  The  services  include: 

• Support  process  consultancy 

• Process  management  or  outsourcing 

• End  user  support,  training  & Help  Desk 
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• Multivendor  asset  services 

• Environment  preparation 

• Equipment  and  software  set-up  and  testing 

• Procurement  and  distribution 

The  OliNET  offerings  are  important  recent 
additions  to  OS&S’  services  range.  Overall, 
OS&S  has  embraced  a network-centric 
business  model  that  makes  OliNET  of  high 
strategic  value.  OliNET  offerings — in  the 
words  of  OS&S — are  “to  create,  implement  and 
monitor  the  corporate  nervous  system”.  The 
services  include: 

• BESt  (Business  Environment  Solutions)  i.e. 
physical  environment  management  from  a 
network  management  perspective 

• OliWEB  Internet  and  Intranet  services 


• Network  support  and  systems  management 

• Network  integration  and  implementation 

• Network  design 

• Network  auditing  and  performance 
monitoring 

Recent  Projects  and  Major  Clients 

Exhibit  10  lists  some  of  OS&S’s  major  clients. 

A recent  project  that  illustrates  Olivetti’s 
activity  in  Internet-related  services  is  with 
B&Q,  the  UK-based  DIY  retailer.  B&Q  is  the 
first  customer  to  use  OS&S’  new  integrated 
access  service  which  was  launched  in 
November  1996.  Olivetti  was  in  charge  of 
designing  B&Q’s  web  site  which  has  500  pages. 
The  site  was  developed  in  close  consultation 
with  B&Q  staff. 
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Exhibit  10 

A Selection  of  Olivetti  Systems  & Services’  Major  Clients 

Vertical  Market 

Company 

Banking  & Finance 

ABN  AMRO 
Barclays  Bank 
Citibank 

National  Westminster  Bank 
Alliance  & Leicester 
Banco  Bilbao  Vizcaya 
La  Caixa 

Credit  Comunal  Belgique 
Credit  Lyonnaise 
Rabo  Bank 
Abbey  National 
Banca  d’ltalia 
Istituto  San  Paolo 
Unibank 

Public  Sector 

Dutch  Immigration  Office 
Dutch  Ministry  of  Defence 
Ministerio  De  Trabajo 

Retail 

WH  Smith 
Boots 

Marks  & Spencer 
McDonalds 

Transportation 

Rente,  Spain 

Telecommunications 

Telecom  Italia 
Telecom  Finland 
Telenor 

Hughes  Network  Systems 

Source:  Olivetti  Group 

INPUT  Assessment 

Over  the  past  five  years,  Olivetti  has  gone 
through  hard  times,  culminating  with  the 
turbulence  in  management  and  the  associated 
negative  press  during  the  summer  1996. 

The  company  has  in  the  period  attempted  to 
restructure  and  reorganize  its  business  in 
order  to  stop  continued  losses.  However,  with 


the  activities  and  strategies  that  are  now  being 
implemented  Olivetti  finally  looks  to  be  going 
in  the  right  direction. 

Olivetti’s  stringent  focus  on  key  activities 
seems  like  the  right  action  for  now.  Olivetti’s 
management  needs  to  get  the  restructuring 
process  over  and  done  with — for  the  sake  of  the 
employees,  the  customers  and  also  for  its  own 
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survival.  Investors  lost  patience  with  De 
Benedetti  and  can  do  so  again. 

Olivetti  Systems  & Services  has  adopted  a 
network-centric  business  model  and  is 
positioning  itself  to  take  its  fair  share  of  the 
“Intranet-working”  market.  The  division  is 
further  focusing  on  selected  markets  for  its 
activities. 

OS&S  has  built  up  a loyal  customer  base  due 
to  its  technical  services  capabilities.  It  now 
remains  to  proof  that  it  can  transfer  this 


knowledge  into  the  Internet  and  Intranet 
technology  markets. 

OS&S’s  strategies  are  based  on  the  division’s 
technical  solutions.  An  alliance  strategy  a la 
Hewlett  Packard’s,  complementing  OS&S’s 
offerings  in  the  higher  end  of  the  value  chain, 
could  be  valuable. 

Partnerships,  for  example  with  management 
consulting  firms,  may  support  OS&S  ambition 
to  become  the  first  choice  for  IT  services  in  its 
selected  target  markets. 
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A Publication  from  INPUT’S  Vendor  Analysis  Program  - U.S. 


September  1996 


Omnipoint  Corporation 


Chairman, 

President  & CEO:  Douglas  G.  Smith 

2000  North  14th  Street 
Suite  550 

Arlington,  VA  22201 
Phone:  (703)  522-7778 

Fax:  (703)  522-7747 

Internet:  http://www.omnipoint.com 


Status:  Public 

Employees:  438  (9/96) 

Fiscal  Year  End:  12/31/95 


Key  Points 

• Omnipoint  Corporation  (Omnipoint), 
develops  next-generation  wireless 
communications  technology  and  equipment 
for  personal  communication  services  (PCS). 

• In  January  1996,  Omnipoint  went  public 
and  began  trading  in  the  NASDAQ  National 
Market. 

• The  company  holds  a PCS  service  license  for 
the  New  York  Major  Trading  Area  (MTA), 
the  largest  MTA  in  the  U.S. 


Company  Description 

Omnipoint  was  incorporated  in  1987  to 
design,  develop,  manufacture,  and  market 
wireless  digital  communications  products. 

Until  1991,  the  company  concentrated  on 
developing  and  refining  its  core  technology, 
the  proprietary  Omnipoint®  system,  based  on 
direct  sequence  spread  spectrum.  By  1992, 
the  company  had  developed  several  working 
prototypes  for  various  wireless  voice,  data, 
and  digitized  compressed  video  transmission 
projects. 

In  1992,  the  principal  focus  of  the  company 
shifted  from  production  of  prototype 
equipment  for  third  parties  in  the 
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communications  industry  to  the  development 
of  its  PCS  business. 

In  January  1996,  Omnipoint  completed  an 
initial  public  offering  of  approximately  eight 
million  shares  of  common  stock. 

• Net  proceeds  from  the  offering  were 
approximately  $118.4  million. 

• Proceeds  will  be  used  for  payments  and 
capital  expenditures  related  to  the 
Entrepreneurs’  Band  licenses  (consisting  of 
30  MHz  of  spectrum)  and  networks  for  the 
New  York  MTA  operations,  payments  for 
the  New  York  MTA  license,  PCS  licenses, 
working  capital  for  the  Omnipoint 
technology  and  equipment  division,  and  for 
general  corporate  purposes. 

In  June  1996,  the  company  made  a second 
public  offering  of  six  million  shares. 

Estimated  net  proceeds  were  $110.8  million. 

Organization  and  Structure 

Omnipoint  is  comprised  of  a technology 
division  and  several  subsidiaries  as  follows: 

• Omnipoint  Technology  Division, 
headquartered  in  Colorado  Springs  (CO) 

• Omnipoint  Communications,  Inc.  (OCI), 
based  in  Mountain  Lakes  (NJ),  is 
Omnipoint’s  PCS  service  operator  division. 

- OCI  is  the  holder  of  the  New  York  MTA 
License,  and  will  operate  the  service 
business  in  the  New  York  MTA. 

- OCI  has  facilities  in  Mountain  Lakes  (NJ) 
and  houses  its  network  control  center  in 
Wayne  (NJ). 

• Omnipoint  PCS,  Inc.  (OPI)  is  a wholly 
owned  subsidiary  whose  sole  asset  is  a 
95.58%  ownership  interest  in  OCI. 


• OPCSE,  through  which  Omnipoint  bid 
successfully  for  18  BTA  (Basic  Trading 
Area)  licenses  in  the  Entrepreneurs’  Band 
auction. 

• OPCS  Corp.  is  a wholly  owned  subsidiary 
whose  sole  asset  is  100%  of  the  stock  of 
OPCSE. 

Omnipoint  is  headquartered  in  Arlington 
(VA).  The  company’s  Development  Center  is 
located  in  Colorado  Springs  (CO),  as  are  its 
sales,  marketing,  and  support  personnel. 

Omnipoint  also  has  offices  in  Washington 
(DC),  Fort  Worth  (TX),  Boston  (MA),  and 
Northern  California. 

Company  Strategy 

Omnipoint’s  strategy  is  to  become  a leading 
provider  of  wireless  services  and  products. 
Elements  of  this  strategy  include  the 
following: 

• Supplying  and  operating  PCS  networks  in 
the  northeast  region  of  the  U.S. 

• Providing  wireless  CAP  (competitive  access 
provider)  services 

• Expanding  the  company’s  PCS  service  area 
through  participation  in  future  FCC  PCS 
auctions 

• Establishing  the  Omnipoint  System  as  a 
leading  PCS  standard 

• Stimulating  demand  for  PCS  voice  and  data 
service 

• Attracting  subscribers  by  providing  superior 
service  and  reliability,  at  attractive  prices, 
by  combining  the  Omnipoint  System  and  the 
GSM  (global  system  for  mobile 
communications)  distributed  networking 
architecture 
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• Capitalizing  on  opportunities  in  developing 
international  markets  for  wireless 
applications 

Omnipoint  plans  to  offer  a variety  of  services 
to  its  customers,  including  voice  and  data 
transmission,  call  forwarding,  call  waiting, 
and  paging  capability. 

Financials 

During  1995,  the  company  generated  no 
revenue  as  it  converted  from  a focus  on 
developing  specific  wireless  applications  for 
third  parties  to  preparing  for  the  construction 
and  rollout  of  PCS  services  for  Omnipoint’s 
newly  issued  New  York  license. 

• Prior  to  1995,  the  company  generated 
limited  revenue  primarily  from  license  fees, 
research  and  development  services,  and 
prototype  equipment  sales  related  to  its 
proprietary  technology. 

• To  date,  the  company  has  sold  PCS 
equipment  only  for  trials,  and  does  not 
expect  to  have  significant  PCS  equipment 
revenue  before  1998. 

During  1995,  Omnipoint  incurred  net  losses  of 
$37.8  million,  compared  to  net  losses  of  $9.3 
million  in  1994,  and  net  losses  of  $6.2  million 
during  1993. 

• During  1995,  the  company  increased 
research  and  development  expenditures  by 
more  than  200%  and  doubled  the  number  of 
employees. 

• The  company’s  SG&A  expenditures 
increased  proportionately. 

Omnipoint  reported  a loss  of  $ 37.4  million  for 
the  six  months  ending  June  30,  1996,  due  to 
the  company’s  increased  investment  in  the 
buildout  of  its  wireless  PCS  network  for  the 
New  York  MTA. 


Employees 

As  of  March  31,  1996,  Omnipoint  had  234 
employees,  segmented  as  follows: 


Engineering 175 

Sales,  marketing,  and 

product  management 12 

Administration  and  finance 47 


234 

The  company  currently  has  438  employees. 

Key  Products  and  Services 

Service 

Omnipoint’s  service  business  will  provide 
wireless  mobile  and  fixed  communications 
service  in  its  markets. 

• The  service  is  intended  to  provide  private, 
secure,  and  enhanced  voice,  high-speed 
data,  paging  services,  and  imaging 
capabilities  for  both  the  office  and  mobile 
coverage. 

• The  company  has  plans  for  a service  with 
enhanced  features,  including  voice  mail,  call 
forwarding,  and  call  waiting. 

• Omnipoint  plans  to  build  all  of  its  networks 
integrating  its  IS-661  technology  with  the 
GSM  system. 

• A pilot  system  has  been  installed  in 
Manhattan,  comprising  a limited  number  of 
Omnipoint  base  stations. 

Omnipoint  expects  to  provide  wireless 
communications  services  in  areas  covering 
approximately  40.3  million  POPs  (population 
equivalent). 

• Based  on  POPs,  this  would  make  Omnipoint 
the  fifth  largest  PCS  licensee  in  the  U.S. 

• Of  the  company’s  38  BTAs  (Basic  Trading 
Areas),  35  of  them,  comprising  97%  of  the 
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company’s  POPs,  are  located  in  a contiguous 
area  in  the  northeast  region  of  the  U.S. 

• Omnipoint  holds  a PCS  service  license  for 
the  New  York  MTA,  the  largest  MTA  in  the 
U.S.,  with  approximately  27  million  POPs. 

• The  company  recently  received  additional 
PCS  licenses  for  18  BTAs  with  about  13.4 
million  POPs,  including  the  Philadelphia, 
Atlantic  City,  Buffalo,  and  Rochester  BTAs. 

Omnipoint  plans  to  offer  wireless  CAP 
(competitive  access  provider)  services  to  small 
and  medium-sized  businesses,  allowing  users 
to  bypass  the  local  telephone  exchange, 
resulting  in  lower  prices. 

• Wireless  CAP  services  will  operate  through 
radio  units  installed  by  Omnipoint  at  the 
customer’s  site,  and  communicating 
wirelessly  with  Omnipoint’s  base  stations. 

• Omnipoint  intends  initially  to  target 
business  locations  for  which  alternative 
bypass  facihties  are  not  as  economical  as 
wireless  CAP  services. 

Technology 

Omnipoint’s  proprietary  technology  is  one  of 
four  competing  common  air  interface  (CAI) 
standards  that  have  been  elected  by  PCS 
license  holders  in  the  U.S.  to  serve  the  mobile 
PCS  market. 

• The  Omnipoint  System  technology  provides 
compatibility  with  other  networks,  including 
AIN  or  GSM-based  public  network 
infrastructures,  and  almost  any  private 
system,  including  Centrex,  PBXs,  and  key 
systems. 

• The  Omnipoint  technology  for  wireless 
transmission  is  based  on  direct  sequence 
spread  spectrum  and  a systems  architecture 
for  wireless  digital  radio  communications. 


• Omnipoint’s  technology  will  be  integrated 
with  wireless  GSM  networks  and  local 
telephone  switching  platforms. 

• The  Omnipoint  System  is  suitable  for  a 
variety  of  digital  wireless  applications, 
including  mobile  network  systems  and  fixed 
wireless  local  loop  (WLL). 

The  company  plans  to  focus  its  initial 
domestic  WLL  activities  on  providing  wireless 
CAP  services  in  the  New  York  MTA  and  other 
targeted  cities  to  businesses  in  small  and 
medium-sized  locations,  whose  capacity 
requirements  do  not  justify  the  expense  of 
alternative  bypass  technologies  such  as  leased 
line,  fiber,  or  microwave. 

Omnipoint  intends  to  become  the  first  PCS 
operator  to  begin  commercial  services  in  the 
New  York  market — by  the  fourth  quarter  of 
1996.  Omnipoint’s  operating  company,  OCI, 
has  passed  certain  milestones  in  preparation 
for  this  goal,  including  the  following: 

• Successful  completion  of  phone  calls  in  the 
New  York  market  using  IS-661  technology 

• Winning  18  Basic  Trading  Area  licenses  in 
the  FCC’s  “C-block”  auction,  which  OCI 
expected  to  be  issued  in  late  August  1996 

• The  completion  of  an  infrastructure  and 
handset  equipment  supply  contract  with 
Ericsson,  Inc. 

• Installation  of  its  switch  in  Wayne  (NJ) 

In  addition,  Omnipoint  has  acquired  the 
rights  to  more  than  5,000  sites  in  the  New 
York  MTA  as  possible  locations  for  cell  sites  in 
the  future. 

Marketing  and  Sales 

Omnipoint’s  marketing  strategy  is  to  pursue 
multiple  distribution  channels  through  which 
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to  market  its  services,  generally  on  a 
nonexclusive  basis,  including  a direct  sales 
force,  retail  stores,  third-party  distributors  or 
agents,  and  possibly  the  use  of  telemarketing 
and  direct  mail  channels. 

Alliances 

Omnipoint  has  established  strategic 
relationships  with  Northern  Telecom  Inc., 
Ericsson,  Inc.,  Texas  Instruments,  Inc.,  and 
Hansol  Paper  Co.,  Ltd.  and  its  telecom 
affiliates. 

Omnipoint  and  Northern  Telecom  have 
formed  a series  of  OEM  equipment  and  supply 
agreements,  in  addition  to  a vendor  financing 
agreement. 

• Northern  Telecom  has  agreed  to  purchase 
core  electronics,  primarily  radio  and  digital 
cards  for  base  stations,  and  software. 

• Northern  Telecom  will  sell  Omnipoint/ 
Northern  Telecom  integrated  systems  to 
PCS  operators,  including  Omnipoint. 

• The  financing  agreement  will  provide 
Omnipoint  with  financing  for  the  purchases 
to  build  out  the  New  York  network. 

• Omnipoint  has  agreed  to  make  certain 
product  upgrades  and  warranties  available 
to  Northern  Telecom’s  customers. 

• During  1994,  Omnipoint  and  Northern 
Telecom  entered  into  a supply  agreement 
whereby  Omnipoint  would  purchase  $100 
million  of  equipment  and  services  over  the 
following  five  years.  In  1995,  the  agreement 
was  amended,  increasing  the  purchase 
amount  to  $250  million. 

In  April  1996,  Omnipoint  and  Ericsson 
entered  into  agreements  providing  for  the 
following: 


• The  licensing  and  supply  arrangement 
related  to  the  Omnipoint  System.  Ericsson 
will  pay  license  fees  and  royalties,  including 
an  initial  $4.5  million  license  fee. 

• The  purchase  by  OCI  or  other  Omnipoint 
affiliates  of  GSM  handsets 

• The  sale  by  Ericssson  of  IS-661  and  GSM 
infrastructure  equipment 

- Omnipoint  will  purchase  a combined  total 
of  $250  million  of  IS-661  and  PCS  1900 
infrastructure  equipment,  in  addition  to 
GSM  handsets,  within  a five-year  period. 

- In  April  1996,  Omnipoint  entered  into  a 
nonbinding  agreement  with  Orbitel  Mobile 
Communications,  Ltd.,  a wholly  owned 
subsidiary  of  Ericsson,  whereby  Orbitel 
will  develop,  manufacture,  and  supply 
Omnipoint  with  IS-661  and  dual-mode  IS- 
66 1/PCS  1900  handsets. 

• Cooperative  marketing,  standards,  and 
technical  activities 

In  December  1995,  Omnipoint  granted  Hansol 
Paper  Co.,  Ltd.  a nonexclusive  license  to 
manufacture  Omnipoint  systems  handsets, 
and  entered  into  a strategic  alliance  for  the 
promotion  of  the  Omnipoint  System  in  the 
Republic  of  Korea  and  other  parts  of  Asia. 

• Omnipoint  has  agreed  to  purchase  Hansol 
manufactured  handsets  for  sale  to 
subscribers  in  areas  covered  by  Omnipoint’s 
Entrepreneurs’  Band  markets. 

• The  agreement  is  subject  to  preconditions 
such  as  competitive  pricing,  quality,  and 
availability. 

• Hansol  retains  the  right  to  designate 
management  representatives,  as  well  as 
having  engineers  and  other  personnel 
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working  with  Omnipoint  to  develop  the 
company’s  networks. 

In  March  1995,  Omnipoint  and  Northern 
Telecom  entered  into  a five-year  collaborative 
development  agreement  whereby  the 
companies  have  agreed  to  commit  resources  to 
various  joint  projects. 

In  February  1995,  Omnipoint  entered  into  a 
manufacturing  license  agreement  with 
Northern  Telecom  in  conjunction  with  the 
OEM  supply  agreement. 

• Omnipoint  has  agreed  to  give  Northern 
Telecom  an  option  to  receive  the  non- 
exclusive worldwide  right  to  use,  modify, 
manufacture,  or  have  manufactured  all  of 
the  products  supplied  by  Omnipoint  under 
the  OEM  supply  agreement. 

• The  manufacturing  license  agreement  has 
an  initial  five-year  term  and  may  be 
extended  for  additional  one-year  terms. 

Omnipoint  also  has  memoranda  of 
understanding  with  GSM-based  PCS 
providers  such  as  PacBell,  Bell  South, 

Western  Wireless,  InterCel,  APC,  and  APT. 
These  agreements  provide  for  the  following: 

• Providing  subscribers  with  roaming 
capability  in  the  markets  where  the  parties 
will  operate  PCS  services 

• Conducting  joint  tests  of  Omnipoint’s 
technology 

• Establishing  PCS  infrastructure  and 
handset  standards 

• Conducting  joint  marketing  efforts 

Competition 

In  addition  to  Omnipoint’s  technology,  there 
are  three  competing  technology  standards: 


PCS  1900 — The  TDMA-based  technology 
widely  believed  to  be  a leading  contender  for 
further  deployment 

• Supporters  of  this  technology  include 
Ericsson,  Motorola,  NOKIA  Mobile  Phones, 
and  Northern  Telecom. 

• Seven  U.S.  service  operators  with  A and  B 
Block  licenses  have  committed  to  this 
technology. 

IS-95  CDMA — The  CDMA  standard  proposed 
to  be  an  upgrade  to  digital  service  of  existing 
analog  cellular  service 

• QUALCOMM  is  the  primary  sponsor  of  this 
technology  for  PCS  service.  It  has  also 
received  support  from  Motorola,  AT&T 
Wireless,  and  Northern  Telecom. 

• IS-95  service  supporters  include  Sprint 
Spectrum  and  Bell  Atlantic,  NYNEX,  US 
West,  and  AirTouch  Communications,  Inc. 
through  their  consortium,  and  PCS 
PrimeCo,  L.P. 

IS-54  TDMA — The  TDMA  standard  being 
implemented  by  several  cellular  carriers  as 
they  upgrade  to  digital  service 

• Primary  network  suppliers  are  Lucent 
Technologies,  Inc.,  Ericsson,  and  Hughes. 

• AT&T  Wireless,  SBC  Communications,  Inc., 
and  Bell  Telephone  Co.  of  Canada  are 
primary  service  supporters. 

To  meet  its  competition,  Omnipoint  intends  to 
provide  enhanced  features  and  position  itself 
as  the  low-cost  provider  of  wireless 
communications  equipment. 
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Chairman,  President 
& CEO:  Lawrence  J.  Ellison 

500  Oracle  Parkway 
Redwood  Shores,  CA  94065 
Phone:  (415)506-7000 

Fax:  (415)506-7200 

Internet:  Http://www.oracle.com 


Status:  Public 

Employees:  21,376(2/96) 

Revenue,  FYE  5/31/95:  $2,966,878,000 

Revenue,  9 mos.  ending  2/29/96:  $2,759,226,000 


Key  Points 

• Oracle  Corporation  designs,  develops, 
markets,  and  supports  software  products  for 
database  management,  computer-aided 
software  engineering  (CASE),  applications 
development,  decision  support,  network 
communications,  and  document  automation. 

• In  February  1996,  Oracle  released  Oracle® 
Universal  Server®,  the  first  all-purpose 
server  combining  complete  Web,  text 
management,  messaging,  and  multimedia 
information  servers. 


• In  the  same  month,  Oracle  introduced 
Oracle  Webserver  2.0,  the  first  scalable 
platform  for  building  secure  Web  sites. 

Company  Description 

Oracle  Corporation,  founded  in  1977,  designs, 
develops,  markets,  and  supports  software 
products  for  database  management,  network 
products,  applications  development 
productivity  tools,  and  end-user  applications. 

The  company’s  principal  product — the 
ORACLE®7  relational  database  management 
system — is  an  SQL-based  relational  database 
management  system  (RDBMS)  that  runs  on  a 
range  of  computers.  In  addition,  the  company 
offers  consulting,  education,  support,  and 
systems  integration  services  worldwide. 
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In  March  1996,  Oracle  announced  a 3-for-2 
stock  split,  to  be  effective  April  2,  1996. 

To  reduce  the  dilutive  effect  of  the  company’s 
stock  plan,  Oracle  repurchased  2.8  million 
shares  of  common  stock  with  approximately 
$75.9  million  in  cash  flow  from  operations  in 
fiscal  1995.  In  fiscal  1994,  the  company 
repurchased  4. 1 million  shares,  and  in  fiscal 
1993,  4.8  million  shares. 

Structure  and  Operations 

Oracle  was  founded  in  June  1977  as 
Relational  Software  Inc.  In  January  1983,  the 
company  changed  its  name  to  Oracle 
Corporation  to  better  identify  with  its  well- 
known  ORACLE  RDBMS  product.  In  June 
1985,  Oracle  Corporation  was  formed  as  the 
parent  company  of  Oracle  Corporation. 

Headquartered  in  Redwood  Shores  (CA),  the 
company  markets  its  products  internationally 
through  subsidiaries  and  distributors. 

• International  wholly  owned  subsidiaries 
market  and  support  Oracle  products  in 
Austria,  Australia,  Belgium/Luxembourg, 
Brazil,  Canada,  Denmark,  Finland,  France, 
Greece,  Hong  Kong,  Ireland,  Japan, 
Malaysia,  Mexico,  the  Middle  East,  the 
Netherlands,  New  Zealand,  Norway,  the 
People’s  Republic  of  China,  Portugal, 
Singapore,  Spain,  Sweden,  Switzerland, 
Turkey,  the  U.K.,  West  Africa,  and  West 
Germany. 

• International  distributors  are  in  Anguilla, 
Antigua,  Argentina,  Barbados,  Barbuda, 
Brazil,  Canada,  Chile,  Colombia,  the 
Dominican  Republic,  Equador,  Granada, 
Guyana,  Guatemala,  India,  Indonesia,  Italy, 
the  Ivory  Coast,  Jamaica,  Japan,  Monserrat, 
Nevis,  Nigeria,  Norway,  Pakistan,  the 
Philippines,  Portugal,  South  Korea,  St. 

Kitts,  St.  Lucia,  St.  Vincent,  Surinam, 


Taiwan,  Thailand,  Trinidad,  Uruguay, 
Venezuela,  Yugoslavia,  and  Zimbabwe. 

Oracle’s  product/service  offerings  include  the 
following  major  product/service  groups: 

• Server  Technology  (ST) 

• Development  Tools  (DT) 

• Applications 

• Consulting,  Training,  and  Support  Services 

Oracle’s  Worldwide  Operations  is  comprised 
of  the  following  units: 

• Oracle  Worldwide  Services 

• Worldwide  customer  Support 

• The  Americas 

• Oracle  Japan 

• Europe,  Middle  East  and  Africa 

• Asia/Pacific  Rim/India 

Oracle’s  Worldwide  Product  Divisions  are  as 
follows: 

• Server  Technologies  Division 

• Applications  Division 

• Oracle  Tools  Product  Division 

• Technologies  Division 

• WebAVorkgroup  Systems  Division 

• European  Engineering 

Oracle’s  subsidiary — Oracle  Complex  Systems 
Corporation  (OCSC),  formed  in  1988,  provides 
systems  integration  services.  The  business 
was  expanded  later  in  1988  with  the 
acquisition  of  Falcon  Systems,  Inc.  of 
Bethesda  (MD). 
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Company  Strategy 

Oracle  operates  in  one  industry  segment — the 
development  and  marketing  of  computer 
software  and  related  services.  The  company 
is  in  a unique  position  in  the  enterprise 
software  market,  as  it  has  the  right 
technologies  (is  delivering  products  in  all  the 
key  segments — RDBMS,  application 
development  tools,  document  automation,  and 
distributed  client/server  enterprise 
applications),  as  well  as  a management  team 
that  is  broad  enough  to  have  executives 
focusing  on  driving  critical  new  technologies. 

Market  Strategy 

Oracle’s  strategy  is  to  have  no  competitor 
equal  in  the  database,  tools,  and  applications 
segments  at  the  high  end  of  the  enterprise 
software  market,  while  developing  partners 
that  have  no  equal  at  the  lowr  end.  Oracle  is 
expanding  its  distribution  as  it  transitions 
from  a database  company  to  an  information 
technology  solutions  company.  It  is  promoting 
new  niches  for  database  use  in  telecom- 
munications and  electronic  publishing. 

Oracle  has  moved  aggressively  into  the 
professional  services  market  by  leveraging  its 
products.  The  company  is  trying  to  position 
itself  in  the  consulting  and  services  world,  to 
maximize  its  role  as  a partner  to  its 
customers. 

Product  Strategy 

Oracle  develops  new  products  internally  and 
through  joint-venture  partnerships.  Oracle’s 
product  and  services  strategy  is  to  provide 
complete  enterprise  applications  solutions. 

The  company  is  positioning  itself  as  a provider 
of  multimedia  server  technology  with  multiple 
alliances  with  TV  and  entertainment  firms, 
which  could  lead  to  a strategic  position  in  the 
creation  of  the  information  superhighway. 


Oracle  is  also  committed  to  providing 
solutions  to  help  companies  deploy  on-line 
applications  using  Web  interfaces.  The 
company’s  WebSystem  products  will  allow 
companies  to  create  real-time  Web 
applications  that  can  manage  high  volumes  of 
on-line,  dynamic  data. 

During  the  first  quarter  of  fiscal  1996,  the 
company  initiated  a major  push  into  data 
warehousing  and  decision  support  systems, 
led  by  the  introduction  of  Oracle? 
MultiDimension  in  late  fiscal  1995. 

Financials 

Total  fiscal  1995  revenue  reached  $2,966.9 
million,  a 48%  increase  over  fiscal  1994 
revenue  of  $2,001.1  million.  Net  income  rose 
56%,  from  $283.7  million  in  fiscal  1994  to 
$441.5  million  in  fiscal  1995.  A five-year 
financial  summary  appears  on  the  following 
page. 

Oracle’s  revenue  growth  rate  was  48%,  33%, 
and  28%  in  fiscal  1995,  1994,  and  1993, 
respectively.  This  increase  has  been 
attributed  to  the  following: 

• A broadened  customer  and  product  base  has 
broadened  during  the  past  three  fiscal 
years,  as  Oracle  increased  the  number  of 
computers  and  operating  systems  on  which 
its  RDBMS  operates  and  introduced 
additional  software  tools  and  applications 
products 

• An  increase  in  market  demand  for  database 
and  tools  products 

• The  rise  in  market  acceptance  for  Oracle’s 
RDBMS 

• Increased  penetration  in  the  financial  and 
manufacturing  applications  markets 
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• Continued  increase  in  the  percentage  of 
licenses  for  computers  using  the  UNIX 
operating  system  and  desktop  operating 
systems. 

• In  addition,  the  company  has  strengthened 
its  direct  sales  channels  that  market  its 
products  and  services. 


Research  and  development  expenditures  were 
approximately  $260.6  million  (9%  of  revenue) 
in  fiscal  1995,  compared  to  $197.1  million 
(10%  of  revenue)  in  fiscal  1994  and  $146.4 
million  (10%  of  revenue)  in  fiscal  1993,  after 
capitalizing  software  development  costs. 


Oracle  Corporation 
Five-Year  Financial  Summary 
($  Millions,  except  per-share  data) 


Fiscal  Year 

Item 

5/95 

5/94 

5/93 

5/92 

5/91 

Revenue 

$2,966.9 

$2001.1 

$1502.8 

$1178.5 

$1027.9 

• Percent  change  from 
previous  year 

48% 

33% 

28% 

15% 

12% 

Income  (loss)  before  taxes 

$659.0 

$423.5 

$218.0 

$96.1 

$(13.2) 

• Percent  change  from 
previous  year 

56% 

94% 

127% 

114% 

(a) 

(111%) 

Net  income  (loss) 

$441.6 

$283.7 

$98.3 

$61.5 

$(12.4) 

• Percent  change  from 
previous  year 

56% 

189% 

60% 

120% 

(115%) 

Earnings  (loss)  per  share 

$1.00 

$0.96 

$0.34 

$0.22 

$(0.05) 

• Percent  change  from 
previous  year 

4% 

182% 

55% 

122% 

(110%) 

(a)  Includes  charges  of  $8.9  million  related  to  the  consolidation  of  offices  and  provisions  against  revenue  for 


consulting  and  other  lost  contracts. 


Revenue  Analysis  by  Product  Line 

Approximately  54%  of  Oracle’s  fiscal  1995 
revenue  was  derived  from  licensing,  44%  from 
professional  services,  and  2%  from  systems 
integration  and  other  revenue. 


A three-year  source  of  revenue  summary  is 
shown  on  the  following  page. 

License  revenue  increased  46%  during  fiscal 
1995,  and  service  revenue  grew  54%  over  that 
of  fiscal  1994. 


Page  4 of  15 


INPUT  1996  Reproduction  prohibited. 


Oracle  Corporation 
April  1996 


INPUT  Vendor  Profile 


Oracle  Corporation 

Three-Year  Source  of  Revenue  Summary 

($  Millions) 


Fiscal  Year 

Product/Service 

5/95 

5/94 

5/93 

Revenue (a) 
$ 

Percent  of 
Total 

Revenue 

$ 

Percent  of 
Total 

Revenue 

$ 

Percent 
of  Total 

Licenses 
• UNIX 

$1,175.0 

40% 

$786.0 

39% 

$556.1 

37% 

• 

Desktop 

271.0 

9% 

183.0 

9% 

105.3 

7% 

• 

Proprietary  Platforms 

160.0 

5% 

130.0 

7% 

150.2 

10% 

Total  License  Revenue 

$1,606.0 

54% 

$1,099.0 

55% 

$811.6 

54% 

Professional  services 
• Support 

$585.0 

20% 

$383.2 

19% 

$285.5 

19% 

• 

Consulting  and  Education 

710.0 

24% 

454.1 

23% 

315.6 

21% 

Total  Service  Revenue 

$1,295.0 

44% 

$837.3 

42% 

$601.1 

40% 

Other  * 

$65.9 

2% 

$64.8 

3% 

$90.1 

6% 

Total 

$2,966.9 

100% 

$2,001.1 

100% 

$1,502.8 

100% 

* Includes  systems  Integration,  documentation,  and  miscellaneous  other  revenue, 
(a)  Estimated  product  and  product  line  revenue. 


• Approximately  73%  of  fiscal  1995  license 
revenue  was  derived  from  software  used  on 
computers  using  the  UNIX  operating 
system,  up  from  71%  in  fiscal  1994. 

• Revenue  from  software  used  on  desktop 
computers  was  17%  and  from  use  on 
computers  employing  other  proprietary 
operating  systems — including  IBM 
mainframes,  Digital  minicomputers,  and 
other  minicomputers — 10%  of  license 
revenue. 

• Approximately  45%  of  fiscal  1995 
professional  services  revenue  was  derived 
from  support  services  and  55%  from 
consulting  and  education  services. 

• Support  revenue  grew  53%  in  fiscal  1995 
and  35%  in  fiscal  1994.  These  increases 


reflect  the  continuing  growth  in  the 
installed  base  of  Oracle’s  products  under 
support  contracts,  as  well  as  support 
revenue  associated  with  the  Rdb  and 
repository  businesses  of  Digital  Equipment 
Corporation,  acquired  in  late  1994. 

• Consulting  and  education  services  revenue 
grew  56%  and  41%  in  fiscal  years  1995  and 
1994,  respectively. 

Interim  Results 

Revenue  for  the  nine  months  ending  February 
29,  1996  reached  nearly  $2.76  billion,  a 42% 
increase  over  $1.95  billion  for  the  same  period 
in  1995. 

• Net  income  for  the  period  rose  30%,  from 
$259.8  million  to  $337.0  million. 
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• Oracle’s  license  sales  grew  by  35%  year  to 
year,  led  by  Oracle  Applications  revenue 
growth  of  28%.  Service  revenue  also 
expanded  by  49%  to  $1.4  billion. 

• Geographically,  revenues  were  up  46%  in 
the  Americas,  up  31%  in  Europe/Middle 
East/Africa  and  up  54%  in  the  Asia/Pacific 
Rim. 

Market  Financials 

Oracle’s  products  are  targeted  to  clients 
across  industries  and  specific  vertical  groups, 
including  the  federal  government,  the  public 
sector,  computer-integrated  manufacturing, 


federal  systems  integrators,  pharmaceuticals, 
utilities,  higher  education, 
telecommunications,  and  oil  and  gas. 

Geographic  Markets 

Approximately  48%  of  revenue  was  derived 
from  Oracle  Americas,  39%  from  Oracle 
Europe/Middle  East/Africa,  and  13%  from  the 
Oracle  Asia  Pacific  business  units. 

A two-year  geographic  source  of  revenue 
summary  follows: 


Oracle  Corporation 

Two-Year  Geographic  Source  of  Revenue  Summary 

($  Millions) 


Fiscal  Year 

5/95 

5/94 

Item 

Revenue 

$ 

Percent  of 
Total 

Revenue 

$ 

Percent  of 
Total 

Oracle  Americas 

$1,416.2 

48% 

$942.7 

47% 

Oracle  Europe/Middle  East/Africa 

1,165.4 

39% 

833.1 

42% 

Oracle  Asia  Pacific 

385.3 

13% 

225.3 

11% 

Total 

$2,966.9 

100% 

$2,001.1 

100% 

Domestic  revenue  increased  54%  and  44%  in 
fiscal  1995  and  1994,  respectively,  while 
international  revenue  increased  44%  and  28% 
in  fiscal  1995  and  1994,  respectively. 

Domestic  revenue  accounted  for  approximately 
42%,  40%,  and  37%  of  total  revenue  in  fiscal 
years  1995,  1994,  and  1993,  respectively. 
Revenue  from  international  customers, 
including  end  users  and  resellers,  was 
approximately  58%,  60%,  and  63%  of  revenues 
in  fiscal  1995,  1994,  and  1993,  respectively. 


Acquisitions 

In  July  1995,  Oracle  acquired  the  on-line 
analytical  processing  business  of  Information 
Resources,  Inc.,  including  all  related  software 
products  and  customer  support  services,  for 
$100  million  in  cash. 

Employees 

As  of  February  29,  1996,  Oracle  had 
approximately  21,376  full-time  employees, 
segmented  as  follows: 
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Sales  and  service 15,405 

Marketing 949 

Research  and  development 2,907 

General  and  administrative 2.115 


21,376 

Of  these,  9,935  employees  were  located  in  the 
U.S.  and  11,441  in  approximately  50  other 
countries. 

Key  Products  and  Services 

Systems  Software 

Oracle’s  principal  product  is  the  ORACLE 
RDBMS.  It  allows  users  to  define,  retrieve, 
manipulate  and  control  data  stored  on 
multiple  computers  using  the  industry 
standard  SQL  language. 

The  company’s  products  are  grouped  into  three 
main  product  families  as  described  below: 

Server  Technology 

This  product  family  consists  of  an  integrated 
set  of  database  server  and  network  products. 

• ORACLE 7 — The  company’s  flagship  product 
permits  multiple  computers  using  a common 
operating  system  to  access  a single  database 
stored  on  shared  disk  devices.  It  provides 
advanced  capabilities  for  centrally  defining 
business  policies  and  data  integrity  rules 
within  a database  and  for  automatic 
enforcement  of  those  policies  and  rules  by 
the  DBMS. 

- Oracle  Universal  Server®  (Oracle7  Release 
7.3),  introduced  in  February  1996,  is  an  all- 
purpose server  that  combines  Oracle 7 with 
complete  Web,  text  management, 
messaging,  and  multimedia  information 
servers.  Web  server  software  is  now 
included  as  part  of  the  Oracle  Universal 
Server.  Options  are  available  to 


extend  the  functionality  of  Oracle7  Release 
7.3,  including: 

• Oracle  Video  Option  delivers  full-motion, 
full-screen  digital  video  and  audio  data 
over  standard  switched  Ethernet  and 
FDDI  corporate  networks  for  a variety  of 
applications. 

• Oracle  ConText  Option  allows  users  to 
process  text-based  information  as  quickly 
and  easily  as  relational  data,  at  any 
scale.  The  ConText  Option  is  based  on 
Standard  Query  Language  (SQL). 

• Oracle  Spatial  Data  Option  enables 
spatial  data  to  be  efficiently  stored, 
accessed,  and  manipulated  in  the 
database,  and  in  the  same  manner  as 
structured  data. 

• Oracle7  Advanced  Networking  Option  is 
a comprehensive  networking 
management  package  for  reducing  the 
administrative  cost  and  increasing  the 
security  of  corporate  data. 

- Oracle7  MultiDimension  provides  support 
for  spatial  data,  leading  the  company’s 
movement  into  data  warehousing  and 
decision  support  systems. 

- During  the  fourth  quarter  of  fiscal  1995, 
Oracle  was  the  first  database  vendor  to 
provide  very  large  memory  (VLM) 
technology  for  64-bit  systems.  Oracle7 
with  VLM  capability  drives  performance 
gains  of  up  to  200  times  over  existing  32-bit 
systems. 

• Oracle  GroupWare™ — A family  of 
application  services  and  electronic  agents 
that  allows  organizations  to  share  and  access 
multimedia  document  data. 
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- Oracle  Office — A distributed  enterprise 
workgroup  computing  system  for 
client/server  environments.  It  integrates 
enterprise-wide  messaging,  scheduling, 
directory  services,  and  proofreading 
facilities,  as  well  as  mobile  messaging. 

- Oracle  InterOffice  Suite — Built  on  the 
Oracle  Office  messaging  server,  it  includes 
a document  management  component,  plus 
access  from  Window  95,  the  Web,  and 
MAPI-  or  ODMA-compliant  applications 

• OracleWare™ — A joint  development  with 
Novell  that  combines  a database  and 
networking  and  operating  system 
technologies  with  multiserver  messaging 
capabilities. 

• Oracle  Open  Gateways — A suite  of 
integration  products  providing  access  to 
data,  applications,  and  systems,  including  to 
non-ORACLE  databases  that  support  DB2, 
Digital’s  Rdb  and  HP  Turbo  Image,  among 
others. 


other  non-ORACLE  databases)  anywhere 
within  a communications  network. 

• In  January  1995,  Oracle  introduced  Secure 
Network  Services,  an  add-on  package  to  the 
SQIANet  connectivity  software.  Secure 
Network  Services  is  the  first  built-in 
encryption  software  to  protect  corporate  data 
in  client/server  environments. 


The  Oracle  Workgroup/2000  is  Oracle’s  low- 
end  product  family  for  building  and  deploying 
scalable,  next-generation  client/server  systems. 


• Personal  Oracle? — A desktop  version  of 
Oracle?,  available  for  Microsoft  Windows, 
OS/2,  Windows  95,  and  Power  Macintosh 

• Personal  Oracle  Lite — A low-cost  relational 
database  that  fits  in  less  than  one  megabyte 
of  memory 


• Oracle?  Workgroup  Server™ — A desktop 
server  with  the  power  of  Oracle?,  for  mid- 
size needs  such  as  a small  business 


- Oracle  Client  Solutions  provide  mainframe 
and  AS/400  applications  with  SQL  and 
procedural  access  to  Oracle  data  on  any 
platform. 

- Oracle  Transparent  Gateway  for  APPC 
allows  the  user  to  leverage  existing 
mainframe  transactions  from  Oracle 
applications  on  any  platform. 

- Oracle  Procedural  Gateways  provide  open 
systems  applications  with  transparent  SQL 
access  to  any  data. 

• SQL*Net® — A connectibility  tool  that  makes 
it  possible  for  an  ORACLE  application  on  one 
machine  to  access  its  local  database  and 
simultaneously  access  remote  databases  on 
other  machines  running  ORACLE  (as  well  as 


- Oracle?  Workgroup  Server  for 

Windows  NT 

- Oracle?  Workgroup  Server  for  OS/2 

- Oracle?  Workgroup  Server  for  NetWare 

- Oracle?  Workgroup  Server  for  UnixWare 

- Oracle?  Workgroup  Server  for  Solaris  x86 

- Oracle?  Workgroup  Server  for  SLO 

• Oracle  Power  Objects — A graphical  object- 
based  development  tool  for  rapid  creation  of 
next-generation  client/server  applications 

• Oracle  Objects  for  OLE — An  OLE-compliant 
data  access  toolkit  for  building  Windows 
client/server  applications  for  Oracle? 
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• Oracle  Mobile  Agents — The  Workgroup/  2000 
client  component  of  Oracle  in  Motion 
software 

Oracle  OLAP  products  feature  the  Express 
family  of  client/server  OLAP  products,  which 
includes  server  technology,  client  tools,  and 
applications  used  primarily  by  sales, 
marketing,  finance,  and  management  end 
users.  Oracle’s  OLAP  product  family  includes: 

• Oracle  Express  Server 

• Personal  Express 

• Oracle  Express  Analyzer 

• Oracle  Financial  Analyzer 

• Oracle  Sales  Analyzer 

Oracle  WebSystem  is  a family  of  client/server 
solutions  that  combine  the  power  of 
multimedia  Oracle?  database  technology  with 
World  Wide  Web-based  servers,  clients  and 
development  tools. 

• Oracle  Webserver  2.0,  introduced  in 
February  1996,  is  a scalable  platform  for 
building  secure  Web  sites  and  applications 
for  use  over  corporate  intranets  and  the 
public  Internet.  It  also  provides  Java 
capabilities  on  the  server. 

• Oracle  PowerBrowser™  is  a fully  standards- 
based  Web  browser  compatible  with  any  Web 
server.  It  is  currently  being  shipped  as  a 
developer  release,  and  is  scheduled  for 
general  availability  during  the  second 
quarter  of  1996. 

The  Network  Computer™  (NC™)  is  a family  of 
low-cost  devices  that  supports  a graphical 
environment  and  operates  in  a server-based 
environment.  Oracle  has  produced  a reference 
design  for  the  Network  Computer,  and  is 
currently  working  wTith  other  industry  leaders 
to  create  and  support  the  standards  that  will 


form  the  foundation  of  a digital  network  for 
the  NC.  These  include  World  Wide  Web 
standards  such  as  HTML,  HTTP,  emerging 
standards  such  as  Java,  access  standards  such 
as  SQL  and  CORBA,  and  video/audio 
standards  such  as  MPEG2. 

Application  Development  and  Access  Tools 

Oracle’s  two  primary  application  development 
tools  are  Developer/2000  and  Designer/2000. 
These  are  the  company’s  second-generation 
client/server  development  tools  that  bring 
high-end  programming  features  to  Windows 
developers. 

• Developer/2000  allows  users  to  apply  second 
generation  functionality,  such  as  drag-and- 
drop  application  partitioning  and  full 
support  for  Microsoft’s  Object  Linking  and 
Embedding  2.0  (OLE2),  in  a graphical 
environment.  Applications  built  using 
Developer/2000  can  be  used  in  environments 
ranging  in  size  from  workgroups  to  several 
thousand  concurrent  user. 

• Designer/2000  is  Oracle’s  modeling  tool  for 
client/server  development,  combining 
support  for  system  analysis,  software  design, 
code  generation,  and  BPR. 

TheData  Access  family  consists  of  the 
following: 

• Oracle  Data  Browser™ — A graphical  data 
access  client  that  enables  non-programmers 
to  easily  locate,  query  and  display 
information  stored  in  networked,  distributed 
databases 

• Oracle  Data  Query™ — Designed  for  users  to 
run  ad  hoc  queries  without  any  knowledge  of 
SQL 

• Oracle  Glue™ — An  adaptable,  portable, 
integrated  application  programming 
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interface  that  enables  users  to  use  any  tools 
with  any  data  on  any  server. 

The  D/2000  Tools  family  contains  the 

following: 

• Oracle  Forms™ — A tool  that  allows 
applications  developers  to  design,  prototype, 
and  customize  forms-based  applications 
without  programming 

• Oracle  Reports™ — A tool  that  allows 
applications  developers  to  create  highly 
formatted  reports  without  programming 

• Oracle  Graphics® — A tool  that  allows  users 
to  generate  high-resolution  pie,  line  or  bar 
graphs  from  data  stored  in  an  ORACLE 
database 

• Oracle  Procedure  Builder 

• Oracle  Open  Client  Adapter 

• Oracle  Translation  Manager 

• Oracle  Programmatic  Interfaces 

D/2000  CASE  family  is  comprised  of  the 

following: 

• CASE  Method™ — Provides  a structure  for 
systems  designers  to  develop  and  implement 
systems 

• Oracle  CASE  Dictionary™ — Supports  the 
CASE  Method  and  provides  utilities  to  help 
systems  designers  develop,  implement,  and 
document  application  systems 

• Oracle  CASE  Exchange™ — Provides  a 
mechanism  for  transferring  analysis 
specifications  held  in  different  tools  to  the 
CASE  Dictionary 

• Oracle  Forms  Generator™ — Allows 
application  developers  to  generate  working 


SQL*Forms  applications  using  the 
information  in  CASE  Dictionary 

• Oracle  Reports  Generator 

• Oracle  Server  Generator 

• Oracle  CASE  Designer™ — Provides  a bit- 
mapped graphical  interface  to  the  CASE 
Dictionary 

End-  User  Applications  Products 

Oracle’s  family  of  Cooperative  Applications 
software  automates  business  operations  with 
software  for  commercial  accounting, 
manufacturing,  distribution,  project  control, 
government  accounting,  and  human  resources 
management. 

• Oracle  Financials™ — A family  of  accounting 
applications  software  products  designed  for 
centralized  and  decentralized  accounting 
departments  in  companies  of  any  size. 
Products  include  Oracle  General  Ledger™, 
Oracle  Payables™,  Oracle  Assets™,  Oracle 
Receivables™,  Oracle  Revenue  Accounting™ 
Oracle  Personnel™,  Oracle  Order  Entry™, 
Oracle  Purchasing™,  Oracle  Inventory, 
Oracle  Sales  & Marketing,  and  Oracle 
Commissions. 

• Oracle  Government  Financials™ — A family 
of  integrated  accounting  software  packages 
for  federal,  state  and  local  governments. 
Products  include  Oracle  Government 
General  Ledger™,  Oracle  Government 
Purchasing™,  Oracle  Government  Payables 
™,  and  Oracle  Government  Receivables™. 

• Oracle  Manufacturing™  consists  of  a full- 
function  manufacturing  product  family 
tightly  integrated  with  Oracle  Financials. 
Products  include  Oracle  Inventory™,  Oracle 
Bill  of  Materials™, Oracle  Work  in  Process™, 
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Oracle  Master  Scheduling™,  Oracle  MRP™ 
Oracle  Order  Entry™,  Oracle  Capacity™, 
Oracle  Engineering™,  Oracle  Cost 
Management™,  and  Oracle  Purchasing™. 

- The  products  are  available  for  Digital 
VAX/VMS,  Data  General,  Hewlett- 
Packard,  Sequent,  and  Pyramid  computers 
and  will  be  ported  to  Sun  and  other 
mainframe,  minicomputer,  workstation, 
and  microcomputer  systems  on  which 
ORACLE  is  available. 

- Through  an  agreement  formed  with 
Datalogix  International,  Inc.  in  1994, 

Oracle  has  obtained  the  right  to  resell 
Datalogix’s  GEMMS  system  as  Oracle 
GEMMS. 

• Oracle  Human  Resources  Management 
Systems™  include  Oracle  Human 
Resources™  and  Oracle  Payroll™. 

The  Oracle  New  Media  product  family  is  an 
end-to-end  software  architecture  for  delivering 
interactive  multimedia  services  over  any 
network  to  PCs,  set-top  boxes,  and  personal 
digital  assistants. 

• The  Oracle  Media  Server™ — A multimedia 
extension  of  Oracle’s  database,  messaging 
and  transaction  processing  software.  It 
stores,  retrieves,  and  manages  a wide  variety 
of  information,  including  “structured” 
operational  data,  “un-structured”  document 
data,  and  “stream”  video  and  audio  data. 

• Oracle  Media  Net™ — A connection  from  the 
home  television,  via  a set-top  box,  to  the 
Oracle  Media  Server.  It  hides  the  complexity 
of  various  networks  (phone  lines,  satellite 
broadcasts,  and  cable  connections),  and 
communicates  with  "smart  TVs"  to  deliver 
information  to  homes. 


• Oracle  Media  Objects™ — An  authoring  tool 
for  creating  broadcast-quality  interactive 
multimedia  applications  for  both  CD  ROM 
and  interactive  television 

Oracle  Applications®  is  an  integrated  suite  of 
more  than  30  client/server  applications  that 
includes  Order  Fulfillment,  Operations, 
Procurement,  Finance  and  Administration, 
Human  Resources,  and  Information 
Technology  components  of  the  value  chain 
model  and  its  infrastructure. 

• During  the  third  quarter  of  fiscal  1996, 
Oracle  released  new  Oracle  Applications 
based  on  the  company’s  SmartClient 
architecture:  Oracle  Assets,  Bill  of  Material, 
Capacity,  Cost  Management,  EDI  Gateway, 
Engineering,  Inventory,  Payables  and 
Government  Payables,  Quality  and  Work  in 
Process. 

• In  July  1995,  the  company  released  nine  new 
Oracle  Applications:  Oracle  Quality,  Service, 
Sales  and  Marketing,  Sales  Compensation, 
Applications  Data  Warehouse,  Payroll,  EDI 
Gateway,  Internet  Commerce,  and  Workflow. 

Consulting/Training/Support  Services 

Consulting  Services 

Consulting  services  include  strategic  systems 
planning,  systems  management,  systems 
architecture  development,  customized 
applications  development  and  in-house 
technology  integration  support.  Consulting 
projects  range  from  ad  hoc  consultations  billed 
by  the  hour  to  fixed-price  custom  development 
projects  in  excess  of  $1  million.  The  company 
provides  optional  renewals  of  support  for  a fee 
ranging  from  approximately  15%  to  35%  of  the 
price  of  the  applicable  license.  Oracle  has 
more  than  300  consultants  worldwide. 
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Training 

Oracle  provides  more  than  100  courses  at  more 
than  90  education  centers  worldwide.  The 
company  also  offers  on-site  training  to 
customers  who  request  it.  Training  and 
education  courses  range  from  hourly  fixed- 
price  classes  to  custom  seminars. 

Customer  Support 

The  company  provides  support  services 
through  the  Oracle  Worldwide  Customer 
Support  organization.  Oracle  has  a suite  of 
complementary  support  services — 

Oracl  e metals,  Oracle  foundation,  and 
OracleINCIDENT  programs — to  provide 
differing  levels  of  support. 

Each  analyst  in  Worldwide  Customer  Support 
is  backed  by  the  Oracle  Support  Supercenter 
Program,  located  in  strategic  time  zones 
around  the  world  to  provide  24-hour  backup 
for  local  support  centers. 

The  Oracl emetals  support  program  provides 
on-line  information  services,  as  well  as 
problem  fixes,  maintenance  releases,  and  a 
comprehensive  upgrade  service. 

• OracleBRONZE  is  the  entry-level  service, 
including  telephone  support  and  on-line 
access  and  download  services. 

• Oracl eSILVER  includes  the  elements  of  the 
Bronze  service,  plus  seven  days  a week,  24- 
hours  per  day,  pro  active  support. 

• Oracl eGOLD  includes  the  services  of  the 
Bronze  and  Silver  levels,  plus  preventive  and 
tailored  support  services. 

Oracl  ^foundation  provides  a lower  level  of 
interaction,  and  support  services  are  provided 
via  on-line  services,  24  hours  per  day,  365  days 
per  year.  Customers  log  assistance  messages 
with  other  customers  and  Oracle,  using  on-line 


support  forums.  Oracl e foundation  also  has 
provision  for  telephone  access  to  Oracle 
analysts  through  the  OracleINCIDENT 
program. 

• OracleINCIDENT  support  service  offers 
telephone  access  to  Oracle  technical  analysts 
for  customers  with  either  trial  or  purchased 
licenses. 

• This  service  is  designed  for  users  with 
minimal  technical  support  needs,  and  is 
available  during  normal  office  hours  for  a 
per-incident  usage  fee. 

• Calls  to  Oracle  Technical  Support  are 
customer  prioritized,  using  a set  of  pre- 
defined severity  levels. 

Marketing  and  Sales 

Domestically,  Oracle  markets  its  products  and 
services  through  its  own  direct  sales  and 
service  organization,  Oracle  USA,  which 
consists  of  4,840  sales  and  service  employees, 
and  some  indirect  channels.  Sales  offices  are 
based  in  the  company’s  headquarters  in 
Redwood  City  (CA)  and  in  field  offices  in 
approximately  50  U.S.  metropolitan  areas. 

Internationally,  Oracle  markets  its  products 
through  the  sales  and  service  organizations  of 
its  50  subsidiaries,  with  the  principal 
subsidiaries  in  continental  Europe,  the  U.K., 
Canada,  Australia,  Asia,  the  Middle  East,  and 
Latin  America. 

• International  sales  and  service  groups 
consisted  of  7,769  employees  as  of  May  31, 
1995. 

• In  addition,  Oracle  markets  its  products 
through  approximately  30  independent 
distributors  in  international  territories  not 
covered  by  its  subsidiaries'  direct  sales 
organizations. 
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The  company  also  markets  its  products 
through  original  equipment  manufacturers 
(OEMs),  value-added  relicensors  (VARs), 
preferred  systems  integrators  (PSIs),  and 
independent  software  vendors  (ISVs)  that 
redistribute  the  products  by  combining 
Oracle’s  relational  DBMS  with  computer 
hardware  or  software  applications  packages. 

Due  to  significant  competition  in  the  DBMS 
marketplace,  technical  support  plays  a major 
role  in  Oracle’s  sales.  The  company’s  sales 
representatives  are  typically  teamed  with 
technical  support  specialists  who  can  answer 
technical  questions. 

Alliances 

Some  of  Oracle’s  partnerships  include  the 
following: 

In  February  1996,  Oracle  announced  its 
partnership  with  VeriFone  Inc.  of  Redwood 
City  (CA)  to  develop  software  for  purchasing 
products  and  services  over  the  Internet. 

During  the  third  quarter  of  fiscal  1995,  Oracle 
entered  into  a cooperative  development  and 
marketing  agreement  with  New  York  Life 
Insurance  to  globally  market  the  first  suite  of 
client/server  software  applications  for  the 
insurance  industry. 

During  the  third  quarter  of  fiscal  1995,  Oracle 
and  eight  other  enterprise  applications 
companies  formed  the  Open  Applications 
Group  to  promote  application  integration.  The 
group  will  develop  industry  standards  that 
facilitate  easy  integration  of  applications  from 
multiple  vendors. 

In  January  1995,  Oracle’s  Services  business 
entered  into  an  agreement  with  Smart  Corp.  to 
use  its  suite  of  tools  in  the  delivery  of  technical 
consulting  services  to  Oracle  customers. 


In  October  1994,  Oracle  announced  the  Oracle 
Set-Top  Alliance,  which  consists  of  25 
interactive  television  vendors,  that  will 
promote  interoperability  on  the  information 
superhighway. 

In  September  1994,  Oracle  and  Hewlett- 
Packard  announced  the  Oracle/HP 
Applications  Initiative,  a business  alliance 
intended  to  increase  the  customer  base  for 
Oracle  Cooperative  Applications  running  on 
HP  machines. 

In  September  1994,  Oracle  and  Datalogix 
International,  Inc.,  formed  an  agreement, 
giving  Oracle  the  right  to  resell  the  Datalogix 
Global  Enterprise  Manufacturing  Management 
System  (GEMMS)  as  Oracle  GEMMS. 

In  August  1994,  Oracle  teamed  up  with  SHL 
Systemhouse  Inc.,  to  deliver  Quickstart,  a 
fixed-price  applications  program  to  move 
financial  systems  from  proprietary  mainframe 
systems  to  open  computing  systems. 

In  April  1994,  Oracle  Corp.  entered  into  a joint 
marketing  agreement  with  SHL  Systemhouse 
to  market  Oracle  Cooperative 
Applications — the  company’s  client/server 
business  applications — with  SHL’s  outsourcing 
services. 

In  March  1994,  Oracle  announced  the 
formation  of  Oracle  Corp.  Cooperative 
Applications  Initiative  (CAI),  with  a goal  to 
make  it  possible  for  users  to  access  business 
applications  while  working  in  the  suite  of 
Oracle  applications. 

• CAI  members  include  170  Systems,  Alpha  & 
Omega,  American  Business  Computer, 
American  International  Facsimile  Products, 
Aurum  Software,  Inc.,  Business  Objects,  Inc., 
Clarify  Inc.,  Cognos,  Datalogix  International, 
EDI  Solutions,  Inc.,  HSB  Reliability 
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Technologies,  i2  Technologies,  Industri- 
Matematik,  Intermec  Corporation,  InTime 
Systems,  Mantix,  Inc.,  Manugistics,  Inc., 
Metrix,  Noetix  Corporation,  Pillar 
Corporation,  Recognition  International,  Inc., 
Sherpa  Corporation,  SQL  Systems,  Sterling 
Software,  The  System  Works,  Inc.,  Trilogy 
Development  Group,  TRW/FileNet,  Virtex, 
and  Western  Data  Systems. 

The  Cooperative  Services  Initiative  (CSI) 
program  teams  Oracle  with  Big  6 consultants, 
systems  integrators,  hardware  vendors,  and 
system  management  tools  suppliers  to  build 
the  most  comprehensive  set  of  open 
implementation  services  for  Oracle 
Cooperative  Applications. 

• CSI  members  include  Andersen  Consulting, 
AT&T  Global  Information  Solutions, 
Computer  Sciences  Corporation,  Compaq 
Computer  Corporation,  Coopers  & Lybrand, 
Data  General,  DEC,  DRT  Systems 
International,  Hewlett-Packard,  IBM,  Price 
Waterhouse,  Pyramid  Technology,  Sequent 
Computer  Systems,  Inc.,  SHL  Systemhouse, 
Solbourne  Computer,  Inc.,  Sun 
Microsystems,  and  Unisys. 

Oracle’s  Warehouse  Technology  Initiative 
(WTI)  program  is  an  alliance  program  that 
provides  customers  with  a complete  data 
warehousing  solution  based  on  the  Oracle? 
database,  and  more  than  40  complementary 
third-party  software  products.  In  February 
1996,  Oracle  increased  the  number  of  third- 
party  data  warehousing  tools  by  adding  nine 
new  member  companies  to  the  WTI  program. 

The  Oracle  Set-Top  Alliance  was  formed  to 
promote  interoperability  and  speed  the 
delivery  of  interactive  television  services  to 
consumers.  It  includes  more  than  50  set-top 
device  vendors,  set-top  component 


manufacturers,  and  providers  of  other  set-top- 
related  technologies. 

Clients 

Oracle  products  are  used  in  a number  of 
industries  such  as  manufacturing,  defense, 
telecommunications,  the  public  sector, 
computer  hardware  and  software,  energy, 
health  care,  financial  services,  media  and 
entertainment,  chemicals,  pharmaceuticals, 
retail,  and  transportation. 

Oracle’s  client  list  includes,  but  is  not  limited 
to,  the  following: 

McDonnell  Douglas,  GEMPLUS,  Scania, 
Australian  Submarine  Corp.,  U.S.  Air  Force, 
British  Army,  BT,  NYNEX,  Telefonica  Moviles, 
Maricopa  County  Community  College  District, 
United  States  Postal  Service,  Canadian 
Hydrographic  Service,  NEC  Corporation,  Cisco 
Systems,  Sun  Microsystems,  Slovnaft,  Nippon 
Oil  Company,  Ltd.,  South  Texas  Project,  AOK, 
Ministry  of  Health  Department,  Taiwan, 
Alliance  Blue  Cross/Blue  Shield,  MasterCard 
International,  Hannover  Rueckversicherungs- 
AG,  Union  Bank  of  Switzerland,  TELE-TV, 
Sony,  Prodigy,  The  Upjohn  Company,  Bayer 
AG,  Zenaca  Pic.,  Fingerhut,  McDonald’s, 

IKEA,  Polish  State  Railways,  Europcar, 
Korean  Air,  Bell  & Howell,  Egghead  Software, 
Goodyear  Tire  & Rubber  Company,  Leeson 
Electric  Corporation,  New  York  Stock 
Exchange,  and  Raytheon  Service  Corporation. 

Competition 

Oracle  competes  with  different  companies 
within  the  various  markets  it  addresses: 

• Principal  independent  competitors  in  the 
enterprise  and  departmental  DBMS 
marketplace  include  Informix  Corporation, 
Sybase  Inc.,  the  ASK  Group,  Inc.,  which  was 
acquired  in  1994  by  Computer  Associates 
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International,  Inc.,  Progress  Software 
Corporation,  and  Software  AG. 

• In  the  workgroup  DBMS  market,  the 
company  competes  with  various  desktop 
software  vendors,  including  Microsoft 
Corporation. 

• Major  competitors  in  the  enterprise 
client/server  software  marketplace  include 
SAP  Aktiengeschellschaft  in  the  financial, 
manufacturing,  and  human  resources 
applications  market,  and  PeopleSoft,  Inc.  in 
the  human  resources  and  financial 
applications  market. 

• Oracle  also  competes  with  hardware  systems 
vendors  that  sell  or  license  database 
software,  including  IBM  in  the  mainframe 
and  UNIX  market. 

• In  the  applications  development  tools 
market,  Oracle  competes  primarily  with 
PowerSoft  Corporation,  recently  acquired  by 
Sybase,  Inc. 


• Oracle  also  competes  with  systems 
integrators  and  consulting  organizations  in 
the  services  marketplace. 

INPUT  Assessment 

Oracle’s  major  strengths  include: 

• A successful  expansion  into  the  consulting 
and  professional  services  arena 

• Providing  products  in  all  the  key  segments  of 
the  enterprise  software  market — RDBMS, 
application  development  tools,  document 
automation,  and  distributed  client/server 
enterprise  applications 

• Its  aggressive  and  effective  sales  and 
marketing 

• Its  leading  technology 

The  greatest  challenge  facing  Oracle  in  the 

coming  year  is  the  successful  integration  and 

implementation  of  the  Internet  into  its 

products  and  services. 
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Open  Market,  Inc. 


245  First  Street 
Cambridge,  MA  02142 
Phone:  (617)949-7000 

Fax:  (617)949-7140 

Internet:  http://www.openmarket.com 


OPEN 


A R K E T 


Chairman:  Shikhar  Ghosh 

President  & CEO:  Gary  B.  Eichhorn 

Status:  Public 

Employees:  550  (8/97) 

Revenue:  $22,501,000 

Fiscal  Year  End:  12/31/96 


Key  Points 

• Open  Market,  Inc.  develops,  markets, 
licenses,  and  supports  high-performance 
software  products  that  allow  its  consumers 
to  engage  in  business-to-consumer  and 
business-to-business  electronic  commerce  on 
the  Internet. 

• Open  Market  was  one  of  the  first  companies 
to  conduct  a live  transaction  over  the 
Internet  and  the  first  to  bring  to  market  a 
full-fledged  order  management  system  for 
conducting  commerce  over  the  Internet. 


• Transact™,  Open  Market’s  flagship  product, 
has  received  recognition  in  the  form  of 
awards  such  as  the  Intranet  Excellence 
Award  presented  by  Networld+Interop. 

• The  company  has  expanded  globally  and  has 
been  among  the  first  Internet  companies  to 
establish  a presence  in  Europe  and  the 
Pacific  Rim,  along  with  a customer  support 
center  in  the  Netherlands. 

• In  May  1997,  the  company  announced  a 
software  license  and  distribution  agreement 
with  Raptor  Systems,  Inc.  granting  rights  to 
the  company’s  Axcess  product  for 
approximately  $6,000,000. 

• In  March  1997,  recognizing  the  significant 
opportunity  in  the  information  commerce 
market,  Open  Market  acquired  Folio 
Corporation,  a leading  provider  of  software 
for  publishing  professional  information. 
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• During  the  second  quarter  of  1997,  Open 
Market  established  a Japanese  subsidiary, 
Open  Market  Japan  K.K.,  in  order  to 
increase  channels  of  distribution  in  the 
Japanese  market. 

Company  Description 

Founded  in  1994,  Open  Market  develops, 
markets,  licenses,  and  supports  software 
products  that  support  business-to-consumer 
and  business-to-business  electronic  commerce 
on  the  Internet  and  allow  users  to  deploy 
Internet-based  business  applications  within 
an  enterprise  (intranet). 

• Open  Market’s  technology  separates  the 
management  of  business  transactions  from 
the  management  of  content,  thereby 
allowing  companies  to  securely  and 
centrally  manage  business  transactions 
using  content  located  on  multiple 
distributed  Web  servers. 

• Products  are  targeted  to  commerce  service 
providers  that  develop  transaction 
management  services  for  their  customers,  as 
well  as  large  retailers,  manufacturers,  and 
distributors. 

• The  company’s  products  permit  functions 
such  as  order  taking,  authorization, 
payment  processing,  security,  and  customer 
service  to  be  performed  centrally  by  a back- 
office  transaction  management  system, 
allowing  merchants  and  other  content 
providers  to  focus  on  management  of  the 
front-office  content  at  their  distributed  Web 
sites. 

• In  May  1996,  Open  Market  completed  its 
initial  public  offering,  raising  approximately 
$76  million.  This  financing,  together  with  a 
private  financing,  provided  over  $100 
million  to  the  company. 


Operations  and  Structure 

The  company’s  key  executives  are  listed 
below. 


Open  Market 
Key  Executives 


Name 

Title 

Shikhar  Ghosh 

Chairman 

Gary  Eichhorn 

President  & CEO 

David  Gifford 

Chief  Scientific  Officer 

Robert  Weinberger 

VP,  Marketing 

Daniel  E.  Ross 

VP,  Worldwide  Sales 

Regina  O.  Sommer 

Senior  VP  & CFO 

Lawrence  C.  Stewart 

CTO 

Peter  Y.  Woon  & 
Gail  Goodman 

VPs,  General  Managers, 
Internet  Commerce 
Division 

Tom  Nephew 

VP,  Customer  Service  & 
Support 

Bill  Bennet 

President,  Folio  Products 
Division 

Source:  Open  Market 


Open  Market  is  headquartered  in  Cambridge, 
MA  and  has  domestic  offices  in  Chicago,  IL; 
Atlanta,  GA;  and  Menlo  Park,  CA.  Open 
Market  also  has  offices  in  several  countries 
around  the  world,  including  Canada,  Great 
Britain,  France,  Germany,  Japan,  Italy, 
Sweden,  the  Netherlands,  and  Australia. 

Open  Market’s  products  are  distributed 
through  its  new  Japanese  subsidiary  as  well 
as  by  several  of  Japan’s  largest  trading 
companies.  Products  are  also  distributed  by 
leading  companies  in  countries  such  as 
Malaysia,  Singapore,  Brazil,  Korea,  and  South 
Africa. 

Employees 

As  of  Dec.  31,  1996,  Open  Market  had 
approximately  351  employees  worldwide. 
Including  the  acquisition  of  new  companies, 
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Open  Market  had  a total  of  550  employees, 
segmented  as  follows: 


Engineering  and  Development 152 

Sales  and  Marketing 110 

Support  and  Operations 65 

Finance  and  Administration 25 

Acquisitions 198 


550 

Company  Strategy 

Open  Market’s  objective  is  to  be  the  leading 
supplier  of  comprehensive,  integrated,  high- 
performance  software  products  to  enable 
businesses  to  conduct  Internet  commerce. 


The  company’s  products  provide  the  core 
applications  for  managing  transactions  on  the 
Internet,  support  open  standards  and  multiple 
security  and  payment  protocols,  and  work 
with  popular  browsers  and  servers. 

To  achieve  its  objective,  the  company  is 
pursuing  the  following  strategies: 

• Focusing  on  providing  software  to  enable 
Internet-based  commerce 


Market  Strategy 

Open  Market’s  focus  is  on  the  ability  of  the 
Internet  to  revolutionize  the  customer-facing 
aspects  of  a business,  including:  marketing 
and  sales,  order  to  delivery,  service,  and 
product  creation  processes. 

Open  Market’s  software  products  are  used  by 
a variety  of  companies  across  a broad 
spectrum  of  markets,  including  business-to- 
consumer,  business-to-business,  information 
publishing,  retail,  financial  services,  and 
telecommunications.  These  businesses  either 
directly  deploy  the  software  within  their  own 
enterprises  or  procure  services  from  commerce 
service  providers  (CPSs)  running  Open 
Market  software.  CPSs  include  trusted 
entities  such  as  telecommunication  firms, 
banks,  and  Internet  service  providers  who 
have  implemented  Open  Market’s  software 
and  as  a result,  are  offering  commerce 
services  to  smaller  mid-sized  companies  that 
wish  to  outsource  the  cost  and  complexity 
associated  with  implementing  and 
maintaining  this  software  within  their  own 
organizations. 


• Promoting  OM-SecureLink  as  an  industry 
standard 

• Supporting  open  systems 

• Providing  enhanced  transaction  and  content 
security 

• Continuing  to  develop  technology  and 
marketing  relationships 

• Establishing  a worldwide  infrastructure  of 
commerce  service  providers 

• Implementing  a comprehensive,  worldwide 
distribution  strategy 

• Pursuing  market  opportunities  in  three  key 
market  segments:  retail,  business-to- 
business,  and  information  commerce 


Product  Strategy 

To  keep  pace  with  technological  developments 
in  the  marketplace  and  address  customer 
needs,  the  company  intends  to  expand  its 
existing  product  offerings  and  introduce  new 
application  products  for  the  Internet-based 
electronic  commerce  and  enterprise  markets. 

Although  Open  Market  expects  that  certain  of 
its  new  products  will  be  developed  internally, 
the  company  may  expand  its  product  offerings 
through  acquisitions. 

Open  Market  relies  on  external  relationships 
and  development  resources  for  development  of 
some  of  its  products  and  components. 
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Acquisitions 

Recent  acquisitions  made  by  Open  Market 
include  the  following: 

In  February  1997,  Open  Market  signed  a 
definitive  agreement  to  acquire  Waypoint 
Software  Corporation  of  Boston  for  $12 
million  in  cash  and  equity. 

• Waypoint  Software  specializes  in  business- 
to-business  catalogs  for  the  Internet  and 
quick  retrieval  of  complex  product 
information  for  product  specifiers  in  the 
manufacturing  industry. 

• With  this  acquisition,  Open  Market  will  use 
Waypoint’s  on-line  catalog  technology  in 
combination  with  Transact  to  create  a 
complete  on-line,  end-to-end  commerce 
solution.  This  software  is  intended  to 
eliminate  the  cost  of  printing  and 
distribution,  and  improve  merchandising 
effectiveness  and  customer  service. 


In  March  1997,  Open  Market  completed  its 
acquisition  of  Folio  Corporation  for  $45 
million. 

• Folio  is  a supplier  of  software  for  managing 
business-critical  information. 

• With  this  acquisition,  Open  Market  hopes  to 
set  itself  apart  competitively  by  providing 
information  industry  participants  with  a 
complete  end-to-end  solution  that 
accelerates  their  move  to  the  Internet  for 
sales,  distribution,  and  service. 

Financials 

Open  Market’s  total  1996  revenue  reached 
$22.5  million,  compared  to  revenue  of  $1.8 
million  in  1995.  Net  losses  increased  108%, 
from  $14.0  million  in  1995  to  $29.1  million  in 
1996. 

A two-year  financial  summary  is  shown  in 
Exhibit  1. 


Exhibit  1 


Open  Market,  Inc. 
Two-Year  Financial  Summary 
(S  Millions,  except  per-share  data) 


Fiscal  Year 

Item 

1996 

1995 

Revenue 

$22.5 

$1.8 

• Percent  change  from 
previous  year 

1,145% 

N/A 

Net  income  (loss) 

$(29.1) 

$(14.0) 

• Percent  change  from 
previous  year 

(108%) 

N/A 

Earnings  (loss)  per  share 

$(0.96) 

$(0.53) 

• Percent  change  from 
previous  year 

(81)% 

N/A 

Source:  Open  Market 


Page  4 of  9 


© INPUT  1997.  Reproduction  prohibited. 


Open  Market,  Inc. 
August  1997 


INPUT  Vendor  Profile 


Research  and  development  expenditures  were 
approximately  $16.4  million  (73%  of  revenue) 
in  1996,  compared  to  $6.7  million  in  1995  and 
$840  thousand  in  1994. 

Interim  Results 

Revenue  for  the  six  months  ending  June  30, 
1997  rose  264%  year  to  year,  from  $7.4  million 
in  1996  to  $26.9  million  for  the  same  period  in 
1997.  Net  losses  for  the  period  were  $48.7 
million.  Excluding  charges  for  acquired  in- 
process  R&D  in  connection  with  the 
acquisitions  of  Waypoint  Software  and  Folio 
Corporation,  the  net  loss  for  the  six-month 


period  was  $14.4  million,  compared  to  $13.5 
million  for  the  period  in  1996. 

Revenue  Analysis  by  Product/Service 

Approximately  76%  ($17.2  million)  of  Open 
Market’s  1996  revenue  was  derived  from 
products,  and  24%  ($5.3  million)  from 
services.  A two-year  source  of  revenue 
summary  is  shown  in  Exhibit  2. 

Most  of  the  company’s  1996  revenue  can  be 
attributed  to  the  release  of  its  two  main 
products,  Transact  and  Axcess.  Also  in  1996, 
the  company  increased  its  consulting  service 
in  conjunction  with  the  implementation  of 
these  products. 


Exhibit  2 


Open  Market,  Inc. 

Two-Year  Source  of  Revenue  Summary 

(S  Millions) 


Fiscal  Year 

Product/Service 

1996 

1995 

Revenue 

S 

Percent  of 
Total 

Revenue 

$ 

Percent 
of  Total 

Products 

$17.2 

76% 

$.37 

20% 

Services 

$5.30 

24% 

$1.44 

80% 

Total 

$22.5 

100% 

$1.81 

100% 

Source:  Open  Market 


Market  Financials 

Open  Market  targets  business-to-business 
suppliers  who  not  only  want  to  build  and 
manage  an  on-line  catalog,  but  who  want  to 
quickly  move  to  selling  products  directly  over 
the  Internet. 

The  company  also  markets  products  to 
commercial  publishers  for  creating  and 
distributing  professional  reference 
information  both  via  CD  ROM  and  via  the 
Internet. 


Corporate  users  of  professional  information 
use  Folio  software  to  customize,  personalize, 
manage,  and  distribute  information  vital  to 
their  ongoing  business. 

Geographic  Markets 

Approximately  83%  of  Open  Market’s  1996 
revenue  was  derived  from  North  America,  8% 
from  Asia  and  the  Pacific  Rim,  7%  from 
Europe,  and  2%  from  other  international 
sources.  Exhibit  3 displays  a two-year 
geographic  source  of  revenue  summary. 
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Exhibit  3 


Open  Market 

Two-Year  Geographic  Source  of  Revenue  Summary 

(S  Millions) 


Geographic  Market 

Fiscal  Year 

1996 

1995 

Revenue 

S 

Percent  of 
Total 

Revenue 

$ 

Percent  of 
Total 

North  America 

$18.7 

83% 

$1.8 

100% 

Asia/Pacific 

$1.9 

8% 

... 

... 

Europe 

$1.5 

7% 

... 

... 

Other 

$.4 

2% 

... 

... 

Total 

$22.5 

100% 

$1.8 

100% 

Source:  Open  Market 


Key  Products  and  Services 

Open  Market  software  enables  companies  to 
actively  promote,  advertise,  and  merchandise 
their  products  and  services,  not  from  a Web 
site,  but  from  virtually  anywhere  on  the  Web 
and  beyond  to  include  electronic  mediums 
such  as  e-mail,  CD  ROMs,  and  word 
processing  documents. 

SecureLink  Commerce  Architecture 

Open  Market’s  SecureLink  Commerce 
Architecture  connects  all  participants  in  the 
on-line  business  community,  enabling  them  to 
reach  more  customers,  add  value  to  their 
offerings,  close  sales  faster,  and  create 
enhanced  relationships  and  cross-promotional 
opportunities  with  partners. 

Open  Market’s  secure  standards-based 
commerce  objects  are  part  of  the  SecureLink 
Commerce  Architecture.  Commerce  objects 
such  as  Digital  Offers,  Digital  Receipts, 
Digital  Tickets,  Digital  Coupons,  and  Digital 
Queries  require  no  custom  coding,  are 
completely  secure,  and  can  be  used  with 
standard  Internet  technology. 


Internet  Commerce  Products 

Transact™ — The  company’s  core  Internet 
commerce  platform  manages  Internet 
commerce  within  a corporation’s  or  commerce 
service  provider’s  operations. 

Transact  offers  powerful  functionality  such  as 
complete  order  management,  on-line  customer 
service,  security,  authentication,  record- 
keeping, flexible  purchasing  and  payment 
models,  and  secure  transaction  processing, 
including  sales  tax  and  shipping  charges. 

Transact  has  been  widely  adopted  by  major 
telecommunications  and  financial  service 
providers  as  the  basis  of  their  Internet 
commerce  services,  and  powers  many  of  the 
world’s  largest  commerce  Web  sites  as  well. 

LiveCommerce — Open  Market’s 
LiveCommerce  is  a next-generation  Internet 
catalog  product.  Designed  for  manufacturers 
and  distributors,  LiveCommerce  can 
economically  provide  a customized,  private 
catalog  to  each  of  its  top  customers  that  would 
present  content,  product  lines,  pricing,  and 
branding  specific  to  each  customer. 
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Folio  Products 

The  Folio  Products  Division  of  Open  Market 
extends  Internet  commerce  to  the  information 
publishing  arena  and  provides  corporate 
customers  with  comprehensive  solutions  for 
managing  and  distributing  business-critical 
professional  information. 

The  Folio  offering  includes  the  award-winning 
Folio  product  family.  Folio  SiteDirector,  and 
Folio  SecurePublish.  Each  is  founded  on 
Folio’s  infobasc  technology,  which  manages 
compressed,  secure,  and  rapidly  searchable 
multimedia  information. 

The  Folio  family  includes: 

• Folio  Views,  a high-end  access  and  retrieval 
product  designed  for  professional 
information  users 

• Folio  Builder,  an  industrial-strength 
software  suite  for  creating,  distributing,  and 
updating  electronic  information  providers 

• Folio  Integrator,  a tool  set  that  enables 
developers  to  incorporate  Folio’s  rich 
information  management  components  into 
information  solutions 

Open  Market’s  Worldwide  Service  and 
Support  Organization 

Open  Market  Customer  Service  Programs 
provide  technical  and  professional  services  to 
help  customers  maximize  Open  Market’s 
business  solutions.  Services  include: 

• Infrastructure  development 

• Technical  services 

• Education 

• Consulting 

• Start-up  services 


Open  Market  Customer  Service  Programs 
work  in  partnership  with  customers  to  ensure 
that  their  business  solutions  are  successfully 
deployed.  Open  Market  programs  are 
modular  and  flexibly  structured  so  customers 
can  choose  the  level  of  support  that  best  fits 
their  unique  business  requirements. 

Open  Market  has  opened  an  international 
Service  Center  in  the  Netherlands  to  extend 
high-level  services  to  customers.  This  service 
center  enables  Open  Market  to  accommodate 
service  and  support  requirements  on  a global 
scale. 

Marketing  and  Sales 

Open  Market  believes  that  its  customer 
service,  support,  and  education  programs  are 
critical  to  the  successful  development  and 
marketing  of  its  Internet-based  business 
solutions  because  these  programs  strengthen 
relationships  with  leading  customers  in  target 
markets. 

The  company  has  expanded  it  sales  and 
marketing  team  to  publicize  and  promote  its 
new  products.  Open  Market  also  provides  and 
distributes  new  product  sales  literature,  and 
has  greatly  increased  its  selling  and 
marketing  expenditures. 

Open  Market  sells  its  products  directly  to 
large  Fortune-type  companies  that  have  the 
technical  expertise  and  commitment  to 
Internet  commerce  to  manage  a high-end 
transaction  processing  system  in-house. 

For  small  and  mid-sized  businesses  that 
prefer  to  outsource  the  complexity  of  Internet 
commerce,  Open  Market  has  established  a 
worldwide  infrastructure  of  commerce  service 
providers  (CSPs).  CSPs  provide  commerce 
services  to  other  companies  that  want  to 
dedicate  their  resources  to  establishing  and 
maintaining  their  Web  presence  rather  than 
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managing  their  own  internal  transaction 
processing  systems. 

During  the  second  quarter  of  1997,  Open 
Market  announced  distribution  agreements 
with  Pernec  Technologies  in  Malaysia  and 
Supported  Software,  a division  of  Persetel  in 
South  Africa.  The  company  also  established  a 
Japanese  subsidiary,  Open  Market  Japan 
K.K.,  in  order  to  fully  realize  the  potential  of 
the  Japanese  market. 

Clients 

Currently  a number  of  companies  use  a 
variety  of  Open  Market’s  products.  A sample 
of  clients  includes  Banc  One,  First  Union 
National  Bank,  Time,  Inc.  New  Media, 
Tribune  Company,  BT,  Internet  MCI,  and 
Toronto  Dominion  Bank. 

• Representative  Internet  commerce 
customers  include  AT&T,  British  Telecom, 
CNET,  Disney,  First  Union  National  Bank, 
iStar  Internet,  PointCast,  Inc.,  SegaSoft, 
Telstra,  Time  Warner,  Tribune  Company, 
and  UUNet  Pipex. 

• Representative  Folio  customers  include  the 
American  Bar  Association,  Baan 
Corporation,  Citicorp,  Matthew  Bender, 
Thomson,  Aetna,  Chevron,  Liberty  Mutual, 
Procter  & Gamble,  and  Travelers. 

Open  Market  has  continued  to  add  to  its 
clientele  in  1997  by  signing  contracts  with 
various  companies  around  the  world.  Some  of 
these  companies  include  SegaSoft,  Disney, 
PointCast,  Addison-Wesley  Longman,  Telstra, 
Internet  Commerce  Services  Corp., 
Mainspring  Communications,  Belgacom,  Barn 
Technologies,  and  ECNet. 


Partners 

Open  Market  CREW  Developers  Program 

The  Crew  Developers  Program  is  designed  to 
help  Web  site  developers,  Web  hosting 
companies,  systems  integrators,  and  Internet 
service  providers  generate  new  business  and 
revenue  with  Open  Market’s  Internet 
commerce  solutions. 

• CREW  Developers  help  link  companies 
selling  their  goods  and  services  over  the 
Internet  with  commerce  service  providers 
(CSPs). 

• To  date,  there  are  over  1,200  CREW 
members,  including  AT&T,  MCI,  First 
Union  National  Bank,  and  BT. 

Alliances 

Open  Market  has  alliances,  partnerships,  and 
marketing  agreements  with  a variety  of 
companies,  including  the  following: 

• Ariba  and  Open  Market  announced  a 
strategic  partnership  to  work  on  Internet 
commerce  business-to-business  initiatives. 

• Portland  Software  and  Open  Market  joined 
forces  to  ESD-enable  on-line  merchants. 
This  will  allow  customers  to  market  and  sell 
software  over  the  Internet  employing 
Portland  Software’s  Ziplok  ESD  system. 

• Allaire  Corporation  delivers  support  for 
Open  Market  technology  to  create 
commerce-ready  Web  sites. 

• Open  Market  recently  extended  its 
relationship  with  Hewlett-Packard,  AT&T, 
and  iCat  in  order  to  leverage  HP’s  strong 
reseller  channel. 
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• Open  Market  established  partnerships  with 
EDI  suppliers  Sterling  Commerce  and 
Premenos  to  assist  in  bringing  EDI  to  the 
Internet. 

• Open  Market  licensed  OM-SecureLink  to 
Novell  for  integration  with  Novell’s 
NetWare  Web  server. 

• Open  Market  software  will  be  distributed  by 
Korea’s  LG  Group  in  an  effort  by  Open 
Market  to  control  more  of  the  Internet 
commerce  in  Korea. 

• Open  Market  will  participate  in  Compaq’s 
Rainmaker  development  software  during 
1997.  This  partnership  with  Compaq  will 
allow  Open  Market  to  bring  Internet 
commerce  within  reach  of  all  businesses, 
regardless  of  size. 

• Open  Market  and  iCat  have  entered  into  a 
collaborative  software  development 
agreement  for  1997. 

• Silicon  Graphics  and  Open  Market  have 
joined  together  in  order  to  provide  greater 
support  for  Web-based  commerce. 

Competition 

Open  Market’s  Internet  commerce  products 

and  intranet  applications  software  face 


competition  from  Internet  commerce  product 

competitors  such  as,  Microsoft,  Oracle,  and 
IBM. 

Assessment 

Open  Market  feels  that  its  strengths  include: 

• Superior  product  architecture  that  supports 
multiple  business  models  including  hard 
goods,  digital  goods,  and  subscriptions.  It 
also  separates  management  of  the  content 
from  management  of  the  transaction  to 
provide  a highly  scalable  environment. 

• Proven,  time-tested  products  with  brand- 
name  customers 

• Worldwide  service  and  support 
infrastructure 

• A focus  on  Internet  commerce  for  more  than 
three  years 

Challenges  faced  by  the  company  over  the 

coming  year  include: 

• Continuing  to  penetrate  target  markets 

• Helping  commerce  service  providers  to  be 
successful  in  attracting  merchants 
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Key  Points 

• The  merger  of  BSO/Origin  and  Philips  C&P 
has  created  a company  with  a broad  service 
range 

• Origin  is  looking  to  expand  its  international 
business  by  means  of  outsourcing  and  areas 
such  as  SAP  services 

Company  Description 

Origin  was  formed  in  January  1996  as  a result 
of  a merger  of  the  activities  of  BSO/Origin  B.V. 
(BSO)  and  Philips  Communications  & 
Processing  Services  B.V.  (C&P).  C&P  was  a 
subsidiary  of  Philips  Electronics  N.V. 

Origin  supplies  IT  services  to  large  and 
medium-sized  companies  and  organizations 
worldwide  from  27  different  countries. 
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Over  the  past  few  years,  Origin  has  attempted 
to  grow  its  non-European  revenues — and  has 
succeeded,  largely  due  to  its  relationship  with 
Philips.  In  1995,  around  25%  of  the  company’s 
revenues  were  generated  outside  Europe. 

Origin’s  heritage  is  also  evident  in  its  vertical 
market  focus  where  more  than  70%  of  revenues 
originates  in  the  Industry/Manufacturing 
sector. 

Operations  and  Structure 

Origin  B.V.  consists  of  two  divisions.  Origin  IT 
Services,  based  in  Utrecht,  encompasses  the 
activities  of  the  old  BSO  while  Origin  IT 
Systems  Management  — with  headquarters  in 
Eindhoven  — holds  the  operations  of  C&P. 

The  shareholders  of  Origin  B.V.  are: 

Philips  Electronics  N.V.  82.4% 

Beagle  Investments  10.2% 

Origin  management  and  staff  7.4% 

Beagle  Investments  is  a combination  of  ABN 
AMRO  Participaties  B.V.,  Rabobank  and 
Nederlandse  Participatie  Maatschappij  (NPM). 

Philips  NV  is  preparing  an  initial  public 
offering  of  Origin  in  1998. 

In  May  1996,  Origin  hired  Geoffrey  Carroll  and 
Tom  Butler  from  EDS  in  Europe  to  run  the 
company,  while  the  old  management  retired  to 
a supervisory  board.  However,  Carroll  — who 
held  the  CEO  position  — was  let  go  in  early 
November  and  Butler  moved  from  Chief 
Operating  Officer  to  CEO.  No  reasons  were 
given  for  the  change  in  management. 

There  has  been  extensive  collaboration 
between  BSO  and  C&P  over  the  years. 

However,  the  two  companies  — now  divisions 
— have  traditionally  had  very  different 
organizational  structures. 


BSO  functioned  after  very  decentralized 
principles  with  small  and  highly  autonomous 
units,  called  “cells”.  The  cells  are  clustered  into 
geographical  regions  (clusters) — created  to 
break  down  country  borders  and  increase  co- 
ordination and  co-operation.  The  cluster 
management  has  overall  profit  responsibility 
for  the  area  as  well  as  business  development 
and  account  control  for  clients  with 
headquarters  in  the  region.  BSO — now  IT 
Services — further  has  Competence  Centers 
that  support  the  cells’  activities.  The  centers 
cover  areas  such  as  SAP,  Executive 
Information  Systems,  Quality  Management. 

The  IT  Systems  Management  Group — as 
Philips  C&P — had  a more  traditional 
organizational  structure,  reflecting  its 
relationship  with  a large  manufacturing 
company.  However,  the  two  organizations 
have  no  doubt  learned  to  tackle  the  different 
approaches  through  extensive  joint  projects. 

Company  Strategy 

Origin’s  main  concern  for  the  past  year  (and 
probably  in  the  near  future)  is  a successful 
completion  of  the  merger.  The  company 
expects  this  to  be  more  or  less  final  by  early 
1997. 

One  of  the  key  reason’s  for  merging  BSO  and 
C&P  is  at  the  core  of  Origin’s  strategy: 
penetrate  markets  outside  Europe.  The 
merger  has  put  Origin  in  a better  position  for 
geographical  expansion. 

The  merger  has  also  provided  Origin  with  a 
broader  range  of  services.  The  company 
believes  this  to  be  an  advantage  when 
pursuing  large  multi-national  companies — of 
which  quite  a few  are  already  on  Origin’s  client 
list. 
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Exhibit  1 


Origin  B.V. 

Five-Year  Financial  Summary  (FYE  31-12)  (Dfl  Millions) 


1991 

1992 

1993 

1994 

1995 

Revenue 

922.7 

1122.6 

1,225.8 

1,491.2 

1,931.0 

of  which  BSO 

58.7% 

53.5% 

56.7% 

54.8% 

51 .8% 

C&P 

41 .3% 

46.5% 

43.4% 

45.2% 

48.2% 

Annual  Growth 

n/a 

21.7% 

9.2% 

21.7% 

29.5% 

Net  Income 

12.0 

17.2 

13.8 

34.7 

27.6 

of  which  BSO 

n/a 

86.6% 

n/a 

14.4% 

29.7% 

C&P 

n/a 

13.4% 

n/a 

85.6% 

70.3% 

% of  Revenue 

1 .3% 

1 .5% 

1.1% 

2.3% 

1 .4% 

Headcount  (Year  end) 

4,945 

5,679 

6,659 

8,216 

9,772 

Revenue  per  employee 

0.186 

0.198 

0.184 

0.181 

0.198 

Source:  INPUT  estimates 


Financial  Results 

Exhibit  1 provides  a financial  summary  of  the 
combined  operations  of  BSO  and  C&P  for  the 
past  five  years. 

As  shown  in  the  Exhibit,  the  consolidated 
Origin  has  experienced  continuous  revenue 
growth  over  the  past  five  years.  However,  the 
development  in  net  income  has  been  less 
stable.  In  1991,  C&P  turned  in  a loss  of  Dfl  2 
million  while  BSO  reported  a Dfl  9 million  loss 
in  1993.  By  1993,  there  were  already  plans  for 
merging  the  two  companies  but  the  plans  were 
postponed  until  BSO  showed  a more  stable 
financial  situation. 

Geographic  Markets 

Origin’s  revenues  by  country  or  region — as 
published  by  the  company— are  shown  in 
Exhibit  2. 


Exhibit  2 

Origin’s  Revenues  by  Country, 
1994  to  1995  (Dfl  Millions) 


Country 

1994 

1995 

1995 

Share 

Netherlands 

627 

750 

39% 

Rest  of  Europe 

565 

692 

36% 

North  America 

89 

218 

11% 

South  America 

147 

203 

11% 

Asia  Pacific 

63 

68 

4% 

Total 

1,491 

1,931 

100% 

Source:  Origin  estimates 


Exhibit  3 shows  INPUT’S  estimates  for  Origin’s 
European  revenues  in  1995.  The  estimates  are 
based  on  non-captive  revenues  only.  INPUT 
estimates  that  around  30%  of  Origin’s 
revenues  are  generated  from  Philips. 


Origin  B.V. 
November  1996 


© 1997  by  INPUT.  Reproduction  Prohibited. 


Page  3 of  7 


INPUT  Vendor  Profile 


Exhibit  3 

Origin’s  European  Revenues  by  Country, 
1995  ($  Millions) 


Country 

Revenues 

Share 

Netherlands 

330 

52% 

France 

55 

9% 

Belgium/Lux’ 

50 

8% 

Germany 

45 

7% 

UK 

40 

6% 

Italy 

30 

5% 

Rest  of  Europe 

80 

13% 

Total  Europe 

630 

100% 

Percentages  are  rounded  Source:  INPUT  Estimates 


As  illustrated  in  the  exhibits  above,  Origin  is 
still  very  dependent  on  its  home  market. 
However,  the  company  is  expanding  its 
business  outside  the  Netherlands.  According 
to  the  company,  on  a worldwide  basis  Dutch 
revenues  decreased  from  42%  to  39%  of  total 
revenues. 

INPUT  estimates,  that  from  1993  to  1995  the 
proportion  of  European  revenues  generated  in 
the  Netherlands  decreased  from  70%  to  52%. 

Market  Analysis 

Exhibit  4 provides  INPUT’S  estimates  of 
Origin’s  European  revenues  by  service  delivery 
mode. 


Exhibit  4 

Origin  European  Revenues  by  Delivery  Mode 
1995  ($  Millions) 


Delivery  Mode 

Revenues 

Share 

Application  Software 
Products 

44 

7% 

Systems  Software 
Products 

19 

3% 

Turnkey  Systems 

107 

17% 

Professional  Services 

107 

17% 

Systems  Integration 

63 

10% 

Systems  Operations 

145 

23% 

Network  Services 

32 

5% 

Processing  Services 

115 

18% 

Total  Software  & Services 

630 

100% 

Percentages  are  rounded  Source:  INPUT  Estimates 


An  analysis  of  Origin’s  revenues  by  vertical 
market  is  shown  in  Exhibit  5. 

Exhibit  5 


Origin’s  Worldwide  Revenues  by 
Vertical  Market,  1994  to  1995  (Dfl  Millions) 


Vertical 

Markets 

1994 

1995 

1995 

Share 

Industry/ 

1,051 

1,384 

72% 

manufacturing 

Finance  & 

125 

147 

8% 

Insurance 

Services 

106 

126 

7% 

Public  Sector 

106 

128 

7% 

Transport  & 

41 

63 

3% 

T ravel 

Other 

62 

83 

4% 

Total 

1,491 

1,931 

100% 

Source:  Origin  B.  V.  and  INPUT  Estimates 
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Origin  IT  Services  operates  in  most  vertical 
markets  with  emphasis  on  industrial/ 
manufacturing,  financial  services  and  trade 
while  Origin  IT  Systems  Management 
specializes  in  manufacturing  companies  and 
the  financial  services  sector. 

Acquisitions  and  Alliances 

Until  January  1996,  BSO  and  C&P  were 
probably  each  other's  strongest  alliance 
partners.  However,  Origin  has  other  long- 
standing relationships. 

Origin  IT  Services  has  been  offering  SAP 
services  for  more  than  15  years  and  has  been  a 
R/3  Global  Logo  Partner  since  1993. 

The  division  further  has  partnerships  with 

• Baan  Company  (BAAN  IV) 

• Qad  Inc.  (MFG/PRO) 

• Lotus  Development  Corp.  (Notes),  and 

• the  recent  addition  of  Powersoft. 

Origin  was  appointed  a Powersoft  System 
Integrator  in  August  1996.  This  partnership 
involves  training,  consultancy  and  technical 
support  for  products  in  Powersoft’s 
Client/Server  Open  Development  Environment 
(CODE). 

Origin  IT  Systems  Management  has  an 
alliance  with  Toyo  Information  Systems  (TIS) 
in  Japan  since  1993.  One  major  objective  of 
this  alliance  was  to  extend  network  coverage 
for  the  two  companies. 

Origin  IT  Systems  Management  further 
acquired  the  US-based  Power  Computing 
Company.  This  acquisition  provided  Origin 
with  access  to  American  clients  and  the 


opportunity  to  grow  its  outsourcing  business  in 
this  market. 

Key  Products  and  Services 

Origin  IT  Services 

The  IT  Services  division  of  Origin  offers  the 
following  main  types  of  services: 

• Systems  Integration,  where  Origin  will 
integrate  multiple  IT  components  into  one 
coherent  IT  network,  including  global  roll- 
outs 

• Applications  Facilities  Management  (AFM), 
where  Origin  will  take  full  responsibility  for 
all  application  development 

• Customization  of  Packaged  software 

• Project  Management 

• Consultancy. 

The  latter  three  services  types  encompass  the 
division’s  specific  services  relating  to  partner 
software  such  as  SAP  and  BAAN  IV. 

For  SAP  alone,  Origin  has  a growing  force  of 
1,000  SAP  professionals  worldwide  that  will 
provide  full  life-cycle  SAP  services  including: 

• Implementation  and  development 

• Migration  from  R/2  to  R/3 

• International  project  management 

• Training  and  education,  and 

• Post  implementation  support. 


Origin  B.V. 
November  1996 
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Origin  IT  Systems  Management 

The  IT  Services  Management  division  of  Origin 
offers  solutions  in  the  fields  of: 

• Facilities  Management  and  Outsourcing  of 
IT  organizations  and  infrastructures 

• Transformational  Services  (from  centralized 
to  customized,  decentralized  systems) 

• Local,  regional,  and  international 
communication  network  management 

• Added-value  services,  and 

• Technical  automation  services,  such  as 
Computer  Aided  Design  (CAD)  and 
Engineering  Data  Management  Systems. 

The  division’s  added-value  services  encompass 
technologies  such  as  Electronic  Data 
Interchange  (EDI),  Internet  services  and 
electronic  payment  services. 

Exhibit  6 


A Selection  of  Origin’s  Customers 


Vertical  Market 

Company 

Industrial/  Manufacturing 

Philips 
Philip  Morris 
British  Sugar 
Cadbury 
Jungheinrich 

Kontron  Instruments  Europe 

Chemical 

Procter  & Gamble 

Henkel 

Shell 

ICI 

Utilities 

British  Coal 

Public  Sector 

City  of  the  Hague 

Ministry  of  Transport  & Public  Works,  Netherlands 

Source:  Origin  B.  V 


Recent  Projects  and  Major  Clients 

In  February  1996,  Origin  was  awarded  a £75 
million  outsourcing  contract  with  ICI,  the  UK- 
based  chemical  company.  Under  the  contract, 
Origin  will  take  over  ICI’s  mainframe  and 
legacy  applications  and  take  the  company’s  IT 
infrastructure  through  the  process  of 
downsizing  the  installations.  The  deal 
involved  transferring  400  employees  from  ICI 
payroll  to  Origin. 

In  another  project  in  October  this  year,  Origin 
announced  that  it  was  the  first  company  to 
implement  SAP’s  PP-PI  modules  at  a live 
production  site  in  Northern  Europe.  The 
customer  is  the  Belgian  food  manufacturer 
Callebaut  NV. 

Exhibit  6 lists  some  of  Origin’s  major  clients. 
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INPUT  Assessment 

After  having  co-operated  for  years,  the  move 
to  integrate  BSO  and  C&P  into  one  company 
was  undoubtedly  the  right  move. 

Individually,  the  two  companies  had  reached 
that  size  where  competition  is  hard  from  both 
larger  and  smaller  companies.  The  larger 
companies  could  offer  better  worldwide 
coverage  and  the  smaller  companies  could 
sometimes  be  nimbler.  The  merger  seemed 
almost  inevitable. 

The  two  division’s  of  Origin  complement  each 
other’s  services  offerings  well,  thereby 
bringing  clout  to  the  company’s  claim  of  being 
a full  services  provider. 


However,  Origin  still  has  some  weaknesses 
in  its  total  services  portfolio.  The  company 
does  not  have  strong  management 
consultancy  skills  but  is  mostly  technically 
focused.  This  will  possibly  not  hamper  its 
business  as  a Dutch  or  even  regional  player. 
When  Origin  positions  itself  against 
Andersen  Consulting,  IBM  and  the  other 
dominant  players,  this  weakness  may  prove  a 
clog. 

However,  for  the  time  being  the  major 
challenge  the  company  faces  is  still  to 
integrate  two  vastly  different  organizational 
cultures  into  one  homogeneous  company. 

This  may  well  take  some  time  beyond  early 
1997,  the  planned  completion  date.  The 
sudden  management  change  sends  signals 
that  not  everything  is  going  smoothly. 


Origin  B.V. 
November  1996 
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INPUT  VENDOR  ANALYSIS  PROGRAM 
DIRECTORY 

□ New  Entry  □ Revised 

Please  provide  as  much  data  as  known.  Partially  complete  forms  are  welcome. 

I.  GENERAL  INFORMATION 

Vendor  Name:  

Address: 

Phone:  

CEO/President: 

Name  Title 

Key  Contact: 

Name  Title 

Total  Employees: Year  Founded:  

Company’s  Primary  Business: 


Type  of  Ownership: 

□ Public 

□ Private 


Subsidiaries: 

Annual  revenue  $ Fiscal  Year  Ending / / 

Mo  Day  Yr 

— or — Revenue  Range: 

□ Under  $1  Million  □ $10-20  Million 

□ $1-5  Million  □ $20-40  Million 

□ $5-10  Million  □ Over  $40  Million 

What  percent  growth  did  the  company  experience  over  the  previous  year? % 

What  percent  of  your  revenue  is  derived  from: 

U.S.  % Canada  % 

Europe  % Asia/Pacific  % 

Other  International  % 


II.  PRODUCTS  AND  SERVICES 

What  percent  of  your  U.S.  revenue  is  derived  from  information  services  (as  defined  by  the  eight 
service  modes  listed  below)? % 

What  percent  of  U.S.  information  services  revenue  is  derived  from  the  following  delivery  modes: 


1.  Application  Software  Products  % 5.  VARs/Tumkey  Systems  % 

2.  Systems  Software  Products  % 6.  Professional  Services  % 

3.  Processing  Services  % 7.  Systems  Integration  % 

4.  Network  Services  % 8.  Systems  Operations  % 

TOTAL  100% 


□ Subsidiary 

□ Division 
Parent  Corporation 


CVDIR 
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What  percent  of  U.S.  information  services  revenue  is  derived  from  the  following  industry-specific/ 
cross-industry  markets?  (If  percentages  are  not  available,  please  indicate  applicable  areas  with  an 

«v” \ rr 


“X”.) 

Industry-Specific 

Cross- Industry 
Application  Solutions 

Banking  and  Finance 

% 

Accounting 

% 

Services  (accountants. 

Engineering/Scientific 

% 

lawyers) 

% 

Education  and  Training 

% 

Distribution 

% 

Human  Resources 

% 

Discrete  Manufacturing 

% 

Office  Systems 

% 

Education 

% 

Planning  and  Analysis 

% 

Federal  Government 

% 

Sales/Marketing/Other 

% 

Insurance 

% 

SUBTOTAL 

% 

Local  Government 

% 

Manufacturing 

% 

Medical 

% 

(Industry-specific  + cross-industry 

= 100%) 

Process  Manufacturing 

% 

Personal/Consumer  Services 

% 

Retail  Distribution 

% 

State  Government 

% 

Telecommunications 

% 

Transportation 

% 

Utilities 

% 

Wholesale  Distribution 

% 

Construction/Agriculture 

% 

SUBTOTAL 

% 

Please  briefly  describe  any  alliances/joint  ventures  your  company  has: 

1.  

2.  

3.  

Any  acquisitions? 

Submined  by: Date. 

Please  put  INPUT  on  your  mailing  list  and  send  product  literature. 

Thank  You. 

INPUT  • 1280  Villa  Street  • Mountain  View,  CA  94041-1 194  • (415)  961-3300 
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INPUT  VENDOR  ANALYSIS  PROGRAM 
DIRECTORY 

□ New  Entry  □ Revised 

Please  provide  as  much  data  as  known.  Partially  complete  forms  are  welcome. 

I.  GENERAL  INFORMATION 

Vendor  Name:  

Address: 

Phone:  

CEO/President: 

Name  Title 

Key  Contact: 

Name  Title 

Total  Employees: Year  Founded:  

Company’s  Primary  Business: 


Type  of  Ownership: 

□ Public 

□ Private 


Subsidiaries: 

Annual  revenue  $ Fiscal  Year  Ending / / 

Mo  Day  Yr 

— or — Revenue  Range: 

□ Under  $1  Million  □ $10-20  Million 

□ $1-5  Million  □ $20-40  Million 

□ $5-10  Million  □ Over  $40  Million 

What  percent  growth  did  the  company  experience  over  the  previous  year? % 

What  percent  of  your  revenue  is  derived  from: 

U.S.  % Canada  % 

Europe  % Asia/Pacific  % 

Other  International  % 


II.  PRODUCTS  AND  SERVICES 

What  percent  of  your  U.S.  revenue  is  derived  from  information  services  (as  defined  by  the  eight 
service  modes  listed  below)? % 


What  percent  of  U.S.  information  services  revenue  is  derived  from  the  following  delivery  modes: 


1. 

Application  Software  Products 

% 

5.  VARs/Tumkey  Systems 

% 

2. 

Systems  Software  Products 

% 

6.  Professional  Services 

% 

3. 

Processing  Services 

% 

7.  Systems  Integration 

% 

4. 

Network  Services 

% 

8.  Systems  Operations 

% 

TOTAL 

100% 

□ Subsidiary 

□ Division 
Parent  Corporation 


CVDIR 
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What  percent  of  U.S.  information  services  revenue  is  derived  from  the  following  industry-specific/ 
cross-industry  markets?  (If  percentages  are  not  available,  please  indicate  applicable  areas  with  an 
X”.) 


Industry-Specific 

Cross- Industry 

Application  Solutions 

Banking  and  Finance 

% 

Accounting 

% 

Services  (accountants, 

Engineering/Scientific 

% 

lawyers) 

% 

Education  and  Training 

% 

Distribution 

% 

Human  Resources 

% 

Discrete  Manufacturing 

% 

Office  Systems 

% 

Education 

% 

Planning  and  Analysis 

% 

Federal  Government 

% 

Sales/Marketing/Other 

% 

Insurance 

% 

SUBTOTAL 

% 

Local  Government 

% 

Manufacturing 

% 

Medical 

% 

(Industry-specific  + cross-industry 

= 100%) 

Process  Manufacturing 

% 

Personal/Consumer  Services 

% 

Retail  Distribution 

% 

State  Government 

% 

Telecommunications 

% 

Transportation 

% 

Utilities 

% 

Wholesale  Distribution 

% 

Construction/Agriculture 

% 

SUBTOTAL 

% 

Please  briefly  describe  any  alliances/joint  ventures  your  company  has: 

1.  

2.  _ 

3.  


Any  acquisitions? 


Submitted  by: 


Date: 


Please  put  INPUT  on  your  mailing  list  and  send  product  literature. 

Thank  You. 
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